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Message  to  Members 


By  David  Cowen,  President  & CEO 

Since  my  last  communication  to  you 
there  have  been  many  terrific  events 
here  at  the  Museum.  A few  of  the  high- 
lights include:  our  third  annual  gala 
honoring  Bill  Donaldson’s  service  to 
the  nation,  Governor  David  Paterson’s 
address  to  over  200  business  leaders 
and  press,  a movie  premiere  based  on 
the  biographies  of  several  floor  trad- 
ers, and  a dozen  lectures  by  experts 
ranging  from  Sallie  Krawcheck  to  best- 
selling author  Lawrence  McDonald. 
And  when  we  couple  those  with  our 
other  2009  accomplishments  it  forms 
an  impressive  picture:  1,500  hits  a day 
to  our  website;  five  new  board  mem- 
bers; four  issues  of  Financial  Fiistory 
magazine  (now  read  in  all  50  states  and 
20  countries)  and  three  new  exhibits 
(“Women  of  Wall  Street,”  “Tracking 
the  Credit  Crisis”  and  “Actien  Handel: 
Early  Dutch  Finance  and  the  Founding 
of  America”). 


While  one  can  see  that  2009  was 
exciting,  2010  will  be  even  more 
dynamic.  For  we  have  unveiled  a pow- 
erful new  way  to  connect  with  the 
over  12,000  annual  student  visitors 
who  walk  through  our  doors,  and  to 
attract  even  more  students  in  the  com- 
ing years.  In  the  past  we  have  offered 
docent-led  tours  for  these  groups,  and 
now  we  will  offer  an  enhanced  experi- 
ence. First,  a unique  curriculum  based 
on  our  exhibits  now  exists  on  our 
website.  The  teachers,  therefore,  can 
prepare  themselves  and  their  students 
before  they  even  set  foot  in  the  door. 
Next,  we  are  offering  a suite  of  classes 
for  the  students  to  take  here  at  the 
Museum.  These  classes  are  wide  rang- 
ing, for  instance  a class  based  on  one 
of  our  exhibit  areas,  or  an  introduction 
to  common  equities,  or  a hands-on 
display  for  younger  school  children 
of  paper  money  through  the  ages.  We 
will  also  be  able  to  offer  the  children 
lunch,  to  break  up  the  visit  between  the 


classwork  and  the  Museum  tour.  Some 
of  the  teachers  are  in-house  resources, 
and  some  are  experts  who  we  bring 
in  from  the  outside.  The  schools  are 
already  showing  a strong  interest  in 
this  program.  Please  visit  the  education 
section  of  our  website  to  see  the  offer- 
ings at  www.moaf.org/education. 

We  have  also  made  another  gesture 
to  the  non-profit  world  of  financial 
education.  We  are  no  longer  charging 
for  several  of  these  groups  to  use  our 
classroom  area  to  teach  their  pro- 
grams, as  we  believe  the  public  good  of 
education  is  better  served  this  way. 
While  the  Museum  at  this  point  is 
absorbing  the  added  cost  of  the  courses 
and  allowing  others  to  use  our  space, 
we  are  seeking  a corporate  sponsor  to 
underwrite  these  financial  education 
programs.  Please  contact  me  if  you  or 
your  company  may  be  interested  in 
assisting  us  as  we  reach  out  to  the  stu- 
dent community  and  teach  them  about 
the  world  of  finance.  HU 


Museum  Chairman  John  Herzog  (left)  with  President  and  CEO  David  Cowen  (centei  ) and 
New  York  Governor  David  Paterson  at  the  Museum  following  the  governor’s  address  in  December. 
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Founder’s  Letter 

By  John  E.  Herzog 


A few  months  ago  my  wife,  Diana, 
and  I moved  from  our  long-time  home 
in  Brooklyn  Heights  to  Manhattan, 
so  we  have  been  getting  used  to  our 
new  space  and  are  rapidly  adjusting  to 
being  surrounded  by  physical  change. 
We  were  not  surprised  to  see  the  many 
changes  around  the  Museum,  either, 
and  they  feel  very  interesting  and 
refreshing. 

On  the  Grand  Mezzanine  level  of  the 
Museum,  the  very  popular  "Tracking 
the  Credit  Crisis"  exhibit  has  moved 
to  the  wall  facing  Wall  Street,  where 
it  is  stretched  out  in  all  its  grandeur. 
It  keeps  growing  as  the  crisis  unfolds, 
and  will  be  updated  once  again  this 
February.  Poster  sets  of  this  exhibit  are 
also  now  available,  so  that  this  display 
can  be  exhibited  in  many  places,  from 
corporate  and  home  offices  to  class- 
rooms and  libraries.  In  the  space  the 


crisis  exhibit  once  occupied  you  will 
find  the  Museum’s  new  cafe,  which 
opened  February  2 with  snacks,  pas- 
tries, coffee  and  soft  drinks. 

The  statue  of  Alexander  Hamilton, 
which  you  may  remember  from  the 
Museum's  former  home  on  Broadway, 
has  been  put  in  its  rightful  place  out- 
side the  Alexander  Hamilton  Room, 
and  beautifully  lit  as  well.  It  is  the  copy 
of  the  statue  commissioned  by  Hamil- 
ton's son,  and  one  of  the  most  prized 


objects  in  the  Museum's  collection. 

As  you  enter  the  Museum,  you  will 
note  enhancements  to  the  main  desk 
area  with  an  improved  membership 
display  and  information  about  upcom- 
ing Museum  events.  From  Wall  Street, 
the  Museum  is  also  much  more  visible 
now,  as  a great  deal  of  exterior  sig- 
nage has  been  implemented  since  the 
beginning  of  the  new  year.  1 encourage 
you  to  visit,  and  to  see  for  yourself 
these  exciting  changes.  Ha 


Corporate  and  Foundation  Support 


The  Museum  is  most  grateful  for  the 
support  of  the  following  corporations 
who  have  generously  provided  fund- 
ing for  the  Museum  in  the  past  year. 

• A8cFl  Television  Networks 

• American  Fix-press 

• Black  Rock,  Inc. 

| • Bloomberg 

• Bridgewater  Associates 

• Broadridge  Financial  Solutions,  Inc. 

• C arter,  1 edyard  N Milbum,  I 1 I’ 

• The  CFA  Institute 

• 1 he  Charles  Schwab  Corporation 

• CME  Group 

• Consolidated  Edison  Co. 
of  New  York 

• David  N.  Deutsch 
8c  Company  LLC 

• FLAG  Capital  Management 


• Friedman  Family  Foundation 

• Goldman  Sachs  8c  Co. 

• Henry  8c  Elaine  Kaufman 
Foundation 

• INCi  Americas 

• Institute  for  Private  Investors 

• KCG  Capital  Advisors 

• Makovsky  + Company  Inc. 

• The  McGraw-Hill  Companies 

• Morgan  Stanley 

• National  Madison  Group 

• NEMCO  Brokerage,  Inc. 

• The  Northern  Trust  Company 

• NYSE  Euronext 

• NYSE  Euronext  Foundation 

• Peter  G.  Peterson  Foundation 

• Peter  Jay  Sharp  Foundation 

• Ripplewood  Holdings 

• Saber  Partners,  LLC 


• Saybrook  Capital 

• Security  Traders  Association 

• Securities  Industry  and 
Financial  Markets  Assn. 

• Shenkman  Capital  Management 

• Standard  8c  Poors 

• Muriel  Siebert  8c  Co.,  Inc. 

• Wells  Fargo  8c  Company 

• Winans  International 


For  information  about 
participating  in  the  Museum's 
corporate  membership  program 
please  contact  Jeanne  Baker 
Driscoll,  Director  of 
Development,  at  212  908-4694 
or  jdriscoll@moaf.org. 
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William  H.  Donaldson  Honored  at  2010  Gala 


By  Jeanne  Baker  Driscoll, 

Director  of  Development 

On  January  ii,  the  Museum  hon- 
ored William  H.  Donaldson  with  the 
John  C.  Whitehead  Award  for  Distin- 
guished Public  Service  and  Financial 
Leadership  at  its  2010  gala.  Named 
after  the  former  Deputy  Secretary  of 


State  and  co-chair  of  Goldman  Sachs, 
the  award  is  presented  annually  to  a 
person  who  has  demonstrated  a high 
order  of  achievement  and  leadership 
in  the  field  of  finance,  and  also  served 
with  notable  distinction  in  the  public 
sector. 

Donaldson  was  the  unanimous 
choice  to  receive  this  award  in  2010. 


His  professional  career  reflects  an 
exemplary  commitment  to  public  ser- 
vice and  a unique  role  in  the  field  of 
finance.  He  spent  more  than  40  years 
at  the  highest  levels  of  business,  gov- 
ernment and  academia.  Until  June  30, 
2005  he  served  as  the  27th  chairman  of 
the  Securities  and  Exchange  Commis- 
sion. His  tenure  marked  the  greatest 


Clockwise  from  top  left:  William  Donaldson,  John  Whitehead  and  David 
Cowen  at  the  2010  gala;  Nadine  Lee  and  Muriel  Siebert  at  the  gala 
cocktail  reception;  Whitehead  Award  recipient  William  Donaldson 
speaks  at  the  gala;  the  2010  Whitehead  Award  and  certificate. 
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period  of  activity  of  the  Agency  since 
its  founding  in  1934.  He  is  currently 
chairman  of  Donaldson  Enterprises,  a 
private  investment  firm,  and  is  a mem- 
ber of  President  Obama’s  Economic 
Recovery  Advisory  Board  (PERAB). 
Prior  to  heading  the  SEC,  Donaldson 
was  chairman,  president  and  CEO  of 
Aetna,  Inc.,  and  before  that  he  served 
as  chairman  and  CEO  of  the  New 
York  Stock  Exchange. 

Earlier  in  his  career,  he  was  co- 
founder, chairman  and  CEO  of  the 


investment  banking  firm  of  Donald- 
son, Lufkin  6c  Jenrerte  (DLJ).  He  left 
DLJ  to  accept  a Presidential  appoint- 
ment as  United  States  Undersecre- 
tary of  State  under  Secretary  Henry 
Kissinger.  He  then  became  founding 
dean  at  the  Yale  University  School  of 
Management.  Over  the  years  he  has 
been  a director  of  14  publicly  held 
corporations  and  a number  of  pri- 
vately held  businesses. 

The  2010  gala  was  also  a celebra- 
tion of  the  third  anniversary  of  the 


opening  of  the  Museum  in  its  new 
home  at  48  Wall  Street.  The  Grand 
Mezzanine  was  the  backdrop  for  cock- 
tails and  dinner  for  the  200  guests. 

Among  the  17  co-chairs  of  the 
Museum’s  2010  gala  were  Paul  Vol- 
cker,  Duncan  Niederauer,  Dan  Lufkin, 
Richard  Jenrette,  Pete  Peterson  and 
Senator  Chuck  Schumer.  For  infor- 
mation regarding  the  201  l gala,  please 
contact  Jeanne  Baker  Driscoll  at 
jdriscoll@moaf.org.  123 


Museum  Launches  Scavenger  Hunt 
Program  for  Students 


The  Museum  now  offers  scavenger  hunts  for  middle  school  and  high  school  students.  The  middle 
school  version  (shown  above ) uses  images  to  guide  students  through  the  Museum’s  exhibits. 


On  February  6,  the  Museum  initiated 
a new  weekly  program  for  students 
and  their  families.  Every  Saturday,  stu- 
dents of  all  ages  will  be  admitted  to  the 
Museum  free  of  charge  from  10  am- 
4 pm,  and  will  be  encouraged  to  expe- 
rience the  Museum’s  exhibits  through 
two  different  scavenger  hunts,  which 
may  be  downloaded  in  advance  from 
the  Museum’s  website  or  obtained 
upon  entering  the  Museum. 

The  scavenger  hunts  are  supplemen- 
tary educational  materials  designed  to 
engage  students  and  younger  visitors 
in  the  Museum’s  objects  and  themes. 
They  encourage  visitors  to  find  objects 
in  the  Museum’s  exhibits  through  clues 
and  images  and  to  learn  from  those 
objects  by  answering  questions  that 
illuminate  important  and  interesting 
concepts  about  the  history  of  finance. 

The  scavenger  hunt  designed  for 
middle  school  students  uses  images  to 
engage  visual  learners  and  lead  them 
to  the  section  of  the  Museum  that  will 
answer  the  questions,  while  the  high 
school  scavenger  hunt  uses  clues  to 
challenge  older  students. 


Adults  accompanying  scavenger 
hunt  participants  will  be  admitted  to 
the  Museum  at  a discounted  rate  of  $5 
per  person.  All  students  who  complete 
the  hunt  will  be  awarded  a small  prize, 
and  will  be  entered  in  a monthly  draw- 


ing to  win  a $50  prize  package  from 
the  Museum  Shop  and  a one-year  fam- 
ily membership  in  the  Museum. 

For  additional  information,  or  to 
download  a scavenger  hunt,  please  visit 
www.moaf.org/education/materials.  H3 
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Maura  Ferguson,  photographer 


Governor  Paterson  Delivers  State 
of  the  Economy  Address  at  the  Museum 


Governor  David  Paterson 
speaks  at  the  Museum. 


By  Kristin  Aguilera,  Deputy  Director 

The  Museum’s  Spring  2010  Henry 
Kaufman  Financial  History  and  Prac- 
tices Lecture/Symposia  Series  will 
begin  on  Wednesday,  February  10, 
with  a talk,  reception  and  book  sign- 
ing with  Marc  Chandler.  Chandler, 
the  global  head  of  currency  strategy 
for  Brown  Brothers  Harriman  and 
author  of  Making  Sense  of  the  Dollar: 
Exposing  Dangerous  Myths  About 
Trade  and  Foreign  Exchange , is  one  of 
America’s  top  authorities  on  currency 
and  foreign  exchange. 

Other  featured  speakers  in  the  Spring 
series  will  be  Jason  Zweig,  Wall  Street 
Journal  columnist  and  author  of  The 


By  Kristin  Aguilera,  Deputy  Director 

Governor  David  Paterson  delivered 
his  public  address  on  the  state  of  New 
York’s  economy  from  the  Museum  on 
December  9,  2009.  More  than  200 
business  leaders  and  40  members  of 
the  press  listened  as  Governor  Pat- 
erson, Lieutenant  Governor  Richard 
Ravitch  and  State  Budget  Director 
Robert  Megna  spoke  candidly  about 
New  York’s  dire  economic  situation 
and  the  need  for  additional  across-the- 
board  budget  cuts. 

The  only  alternative  to  these  cuts 
is  insolvency,  Paterson  said,  and  “I 
will  not  let  New  York  state  run  out  of 
money  on  my  watch.” 

The  governor  also  voiced  his  support 


Tittle  Book  of  Safe  Money,  and  David 
Walker,  president  and  CEO  of  the  Peter 
G.  Peterson  Foundation  and  former 
Comptroller  General  of  the  U.S.  The 
series  will  also  include  a panel  discus- 
sion on  renewable  finance  in  partner- 
ship with  the  Columbia  Business  School 
on  April  13  and  a screening  of  a PBS 
documentary  on  behavioral  economics 
in  late  April. 

Past  participants  in  this  series  have 
included  Niall  Ferguson,  Wilbur  Ross, 
Duncan  Niederauer  and,  most  recently, 
Sallie  Krawcheck,  Lawrence  McDon- 
ald and  Robert  Shiller.  For  informa- 
tion and  reservations,  please  contact 
Lindsay  Seeger  at  212-908-4110  or 
lseeger@moaf.org.  133 


for  Wall  Street,  and  encouraged  New 
York’s  financial  community  to  pro- 
mote the  role  they  have  played  in  the 
city  and  state’s  economies,  stating  that 
they  will  be  the  driving  force  in  foster- 
ing an  economic  rebound. 

Following  the  speaking  program, 
Museum  President  David  Cowen  pre- 
sented the  governor  with  a statue  of  the 
country’s  first  Secretary  of  the  Trea- 
sury, Alexander  Hamilton,  saying 
“Hamilton  straightened  out  the  nation’s 
finances  220  years  ago,  and  I wish  you 
the  same  luck  with  New  York  State.” 
Without  missing  a beat,  the  governor 
replied,  “Thanks  Dave,  as  long  as  I 
don’t  end  up  like  Hamilton.”  (13 


Top:  Sallie  Krawcheck  and  Carol  Loomis 
Bottom:  Author  Lawrence  McDonald 
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Museum  of  American  Finance  We  are  excited  to  announce  the  launch  of 


Enterprise  & Industry 
Historic  Research 


Rigorous  research  and  resonant  writing  for  company 
histories,  web  sites,  and  custom  publishing 

Customized  media  training  courses 

Projects  of  any  size  undertaken  worldwide 
on  a tixed-fee,  hourly,  or  per-word  basis. 

Work  independently,  or  in  conjunction  with 
in-house  or  outside  communications  teams. 

Free  Initial  Consultation 

www.enterpriseandindustry.com 

office:  212-866-1 141  • mobile:  646-256-4486 


Museum 
Launches  New 
Social  Media 
Initiatives 


By  Becky  Laughner,  Assistant 
Director  of  Exhibits  and  Arch  ires 

The  Museum  is  currently  in  the  pro- 
cess of  launching  several  exciting  new 
social  media  initiatives.  In  addition  to 
its  current  new  media  offerings  such 
as  the  MoAF.org  website,  the  Reces- 
sipedia.com  wiki  and  the  Facebook 
group  and  fan  pages,  the  Museum 
will  he  rolling  out  a YouTube  chan- 
nel that  will  aggregate  Museum  vid- 
eos and  serve  as  an  online  arena  for 
shorter,  more  informal  video  features 
that  will  profile  staff  members,  pro- 
vide sneak  peeks  into  the  creation 
of  upcoming  exhibitions,  focus  on 
important  objects  from  the  archives 
and  document  the  behind-the-scenes 
accounts  that  usually  remain  hidden 
from  visitors.  In  addition,  the  Museum 
can  now  he  followed  on  Twitter  via 
its  handle,  ©FinanceMuseum,  and 
has  a blog  up  and  running  at 
www.hnancemuseum.wordpress.com. 

these  new  media  platforms  will 
provide  fresh  venues  for  the  Museum 
to  spread  the  word  about  upcoming 
events  and  programs,  and  will  connect 
visitors  in  new  and  innovative  ways. 
These  platforms  will  also  create  a 
more  accessible  museum  experience, 
and  provide  more  interaction  between 
the  Museum  and  patrons — both  in 
New  York  and  beyond  — allowing  vis- 
itors to  continue  their  education  about 
finance  and  financial  history  after  they 
leave  the  Museum.  GD 
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The  XIT  Ranch  of  Texas: 

A Capitol  Capital  Budgeting  Project 


By  Brian  Grinder  and  Dan  Cooper 

The  residents  of  the  remote  Texas 
Panhandle  town  of  Tascosa  were 
treated  to  quite  a sight  on  a spring 
day  in  1882  when  a large  wagon  train 
accompanied  by  the  U.S.  Army  rolled 
into  town.  In  an  Army  ambulance  sat 
Amos  C.  Babcock  who  had  come  to 
take  a look  at  land  his  company  had 
just  acquired  in  exchange  for  agreeing 
to  construct  the  new  capitol  building 
in  Austin.  Historian  Lewis  Nordyke 
humorously  describes  Babock  as  he 
entered  Tascosa,  “He  sat  at  a desk-like 
table  in  the  shade  of  the  tarp,  a dumpy 
heavy-set  civilian  wearing  a soft  fedora. 
In  itself,  the  hat  was  sufficient  to  arouse 
curious  comment  among  the  people  of 
Tascosa.  But  there  was  still  more  to 
engage  the  eyes.  The  man  was  reading 
a book!  Occasionally  his  gaze  shifted 
from  the  pages  before  him  to  dart 
from  side  to  side,  never  resting  on  any 
single  object,  but  quickly  appraising 
and  dismissing — contemptuously,  it 
seemed  — all  aspects  of  the  isolated 
town.” 

Babcock,  who  didn’t  know  a Texas 
longhorn  from  a dairy  cow,  fit  the 
definition  of  “greenhorn”  to  a T.  He 
hired  several  locals  to  help  him  conduct 
a survey  of  the  newly  acquired  property 
and  spent  the  spring  wandering  over 
three  million  acres  of  land  that  neither 
he  nor  his  partners  had  seen  before 
striking  the  deal  with  the  state  of 
Texas.  While  out  on  the  open  prairie, 
Babcock,  who  brought  along  his  own 
private  supply  of  food,  balked  at  eating 
anything  that  was  prepared  by  the 
cook  because  once  the  supply  of  wood 
ran  out,  he  was  forced  to  cook  over  a 
“prairie  coal”  fire  that  was  fueled  with 
cowchips.  In  spite  of  the  conditions, 


Babcock  made  a thorough  observation 
of  the  land  then  wrote  a report  where 
he  estimated  (conservatively  by  his 
reckoning)  that  by  grazing  150,000 
cattle  over  a 5-year  period  on  the 
ranch,  a gain  of  $4,561,031  or  30 
percent  per  year  could  be  realized 
from  an  investment  of  $3  million. 
Nordyck  wryly  commented  that 
Babcock  neglected  to  include  “bulls... 
fire,  drought,  blizzard,  wolves,  and  the 
fierce  determination  of  home-seekers” 
in  his  analysis.  Also  absent  from  his 
analysis  was  any  possibility  of  an 
oversupply  of  Texas  range  cattle  that 
could  cause  prices  to  drop  dramatically 
and  the  highly  likely  probability  that 
this  semiarid  region  would  lack  an 
adequate  water  supply  to  maintain 
such  a large  cattle  operation.  Thus 
began  the  XIT  Ranch. 


After  the  War  Between  the  States  and 
Reconstruction,  Texas  was  readmitted 
to  the  Union  in  1870.  During  the 
Constitutional  Convention  of  1875, 
delegates  from  the  money  poor  but 
land  rich  state  wrestled  with  how  to 
replace  the  current  capitol  building 
which  was  a fire  hazard.  A provision 
was  included  in  the  new  Constitution 
that  reserved  three  million  acres  of 
land  in  the  panhandle  to  be  used  to 
fund  the  new  capitol  building  project. 
A new  state  house  wasn’t  a high 
priority  for  most  Texas  legislators  until 
the  old  capitol  building  burned  to  the 
ground  on  November  9,  1881.  The 
now  urgent  need  for  a new  building 
prompted  the  state  to  advertise  for 
bids,  but  very  few  of  those  interested 
in  bidding  had  the  wherewithal  to 
handle  a major  construction  project 
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The  SIT  Ranch  Motel,  as  depicted  in  a postcard. 


and  simultaneously  develop  such  a 
vast  area  of  land. 

Charles  Harwell  was  an  Illinois 
congressman;  his  brother  John  was 
the  owner  of  a large  international 
wholesale  dry  goods  business  that 
was  based  in  Chicago,  and  his  access 
to  financial  capital  was  virtually 
unlimited.  When  talk  of  the  Texas 
land-for-capitol -building  proposal 
reached  Washington  D.C.,  Charles, 
out  of  idle  curiosity,  asked  some  of  his 
Texas  colleagues  about  the  proposal. 
When  Charles  later  discussed  the 
proposal  with  John,  he  was  surprised 
to  learn  that  John  was  very  interested 
in  obtaining  the  land.  A syndicate, 
which  included  the  Harwell  brothers, 
Amos  Babcock  and  Abner  Taylor,  was 
quickly  formed,  and  the  winning  bid 
was  soon  on  its  way  to  Texas.  Taylor, 


who  had  been  the  chief  contractor  in 
charge  of  rebuilding  C hicago  after  the 
Great  Hire,  was  tasked  with  overseeing 
construction  of  the  capitol  building 
while  John  Harwell  began  to  arrange 
for  the  necessary  financing. 

The  original  estimate  for  building 
the  new  statehouse  came  in  at  $1.5 
million  dollars.  This  valued  the  3 
million  acres  in  the  Capitol  Reserve 
at  50  cents  an  acre.  The  contract 
stipulated  that  the  building  would  be 
ready  for  occupancy  by  January  1, 
I 888,  and  a groundbreaking  ceremony 
was  held  on  Hebruary  I,  1882.  Taylor 
also  had  to  construct  a 15-mile  railroad 
in  order  to  transport  Texas  granite 
from  the  quarry  to  the  building  sire. 
When  completed  in  April  of  1888,  the 
capitol  building,  which  is  still  in  use 
today,  was  taller  than  the  National 


Capitol  in  Washington  D.C.  The  total 
cost  to  the  syndicate  was  about  $3.2 
million,  which  meant  that  the  land 
ended  up  costing  over  $1  an  acre. 
As  one  Texas  historian  has  noted, 
"the  capitol  remains  an  imposing  red 
granite  structure,  the  largest  state 
capitol  in  the  Union  built  with  the 
least  expenditure  of  money.” 

As  construction  on  the  capitol 
progressed,  the  Harwell  group  was 
faced  with  how  to  best  use  the  land. 
Since  the  value  of  agricultural  real 
estate  was  somewhat  depressed,  and 
since  outright  ownership  of  the  lands 
was  to  be  transferred  from  the  state  in 
stages  (with  the  land  being  in  complete 
control  of  the  syndicate  only  upon 
completion  of  the  capitol  building), 
selling  the  land  to  homesteaders  was 
initially  our  of  the  question.  Thus  it 
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was  decided  to  turn  the  entire  3 million 
acres  into  one  of  the  largest  ranches  in 
the  world.  In  order  to  raise  the  huge 
amounts  of  capital  needed  to  develop 
the  ranch  and  build  the  capitol,  John 
Farwell  travelled  to  England  in  1885, 
organized  the  Capitol  Freehold  Land 
and  Investment  Company,  Ltd.,  and 
began  to  raise  capital  in  the  form  of 
debt.  The  American  cattle  business 
was  a hot  prospect  in  England,  and 
Farwell  quickly  raised  a million 
pounds  sterling  at  an  interest  rate 
of  5 percent  with  maturities  ranging 
from  5 to  10  years.  Farwell  had  two 
important  connections  on  the  other 
side  of  the  Atlantic.  First,  since  Farwell 
maintained  offices  in  Manchester  and 
Belfast  he  was  well  known  to  British 
capitalists.  Second,  Farwell  was  a 
devoted  Christian  who  had  supported 
a young  evangelist  by  the  name  of 
Dwight  L.  Moody  and  accompanied 
him  on  evangelistic  crusades  to 
Scotland  and  England  in  the  early 
1870s.  Many  individuals  who  knew 
him  from  these  revivals  invested  in 
the  enterprise,  and  one  of  Farwell’s 
acquaintances  from  the  crusades,  T.A. 
Denny,  not  only  bought  bonds  but 
also  played  a key  role  in  keeping 
British  investors  from  pulling  out  soon 
after  Farwell  returned  to  the  United 
States.  A concerned  Denny  made  a 
trip  to  the  ranch  in  1885  then  returned 
to  England  with  an  enthusiastic  report 
about  the  ranch’s  prospects.  The 
capital  obtained  from  the  British  was 
used  to  pay  ranch  hands;  fence  the 
entire  ranch;  purchase  cattle;  build 
houses,  corrals  and  other  necessary 
ranch  buildings;  and  provide  water 
to  thousands  of  thirsty  cattle.  By  late 
1886,  the  ranch  was  stocked  with 
100,000  head  of  cattle,  781  miles  of 
barb-wire  fence  had  been  built,  and 
the  ranch  operation  was  in  full  swing. 

The  interaction  between  the  local 
cowboys  who  ran  the  ranch  and  the 
powerful  Chicago  businessmen  who 


oversaw  the  operations  was  comical  at 
times.  Although  the  Farwells  had  grown 
up  on  a farm,  they  knew  very  little  about 
ranching.  Furthermore,  John  Farwell’s 
extreme  religious  convictions  were  at 
odds  with  the  Code  of  the  West.  On  his 
first  visit  to  the  ranch,  John  gathered 
all  of  the  cowboys  together  on  Sunday 
and  awkwardly  preached  a sermon 
to  them.  Drinking,  six-shooters,  and 
gambling  were  strictly  prohibited  on 
ranch  property.  Sunday  was  designated 
as  a day  of  rest,  although  allowances 
were  soon  made  for  work  that  was 
necessary  to  keep  the  ranch  operating. 
It  was  clear  that  the  unwritten  Code 
of  the  West  was  being  trampled  by 
business  magnates  from  the  east.  Yet 
the  ranch  operated  efficiently  given  its 
size,  and  although  serious  issues  arose 
with  smaller  neighboring  ranches  and 
local  county  and  city  governments,  the 
XIT  eventually  learned  to  get  along 
with  others. 

New  breeds  of  cattle  were 
introduced  over  the  years  to  “replace 
the  scrubby  Texas  cattle”  with  which 
the  ranch  was  originally  stocked, 
and  a program  of  trailing  cattle  from 
Texas  to  leased  land  between  the 
Yellowstone  and  Missouri  Rivers  in 
Montana  was  initiated  in  1890  when 
it  was  found  that  cattle  tended  to 
fatten  up  better  in  the  cooler  northern 
climate.  At  the  time,  it  was  cheaper  to 
trail  herds  than  to  ship  them  by  rail 
since  the  cattle  were  able  to  graze  for 
free  on  the  grasslands  between  Texas 
and  Montana.  In  spite  of  the  fact  that 
this  process  led  to  fatter  cattle  and 
increased  profitability,  the  ranch  was 
not  able  to  meet  its  debt  obligations, 
and  in  1901  the  ranch  was  forced  to 
start  selling  land  in  order  to  repay  the 
bondholders,  “many  of  whom  had 
held  their  bonds  far  beyond  maturity 
with  no  prospect  of  redemption” 
(Duke  and  Frantz  1961).  By  1912, 
the  ranch  was  no  longer  running 
cattle  and  the  syndicate  was  exploring 


the  possibilities  of  colonizing  the 
remaining  land.  John  FarwelPs  family 
continued  to  own  part  of  the  old  XIT 
ranch  until  the  1960s. 

The  story  of  the  XIT  Ranch  offers 
many  insights  into  the  pitfalls  of  capi- 
tal budgeting  analysis.  First,  even 
though  the  Farwells  possessed  plenty 
of  political  and  economic  clout,  they 
never  should  have  entered  into  the 
agreement  with  the  state  of  Texas 
without  a thorough  examination  of 
the  land  they  were  acquiring.  Second, 
John  Farwell  was  a very  successful 
businessman,  but  his  expertise  in  the 
wholesale  dry  goods  business  was  not 
necessarily  transferable  to  ranching. 
The  syndicate  made  many  mistakes 
simply  because  they  did  not  under- 
stand the  cattle  business.  Finally,  the 
Farwell  group  seriously  underesti- 
mated the  risk  of  the  project.  This  is 
clearly  evident  in  Babcock’s  analysis  of 
the  ranch’s  prospects.  The  failure  of 
the  XIT  Ranch  to  achieve  profitability 
is  a reminder  that  capital  budgeting 
analysis  is  difficult,  even  under  the  best 
of  circumstances.  In  the  battle  trenches 
of  business,  even  the  most  experienced 
dealmakers  forget  that  hot  prospects 
and  romantic  notions  can  never  replace 
careful  analysis.  HD 
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steel,  wire  and  rube  producers  to  form 
United  States  Steel,  tbe  Hrst  billion- 
dollar  corporation.  The  company  was 
initially  capitalized  at  $1.4  billion  and 
Andrew  Carnegie’s  share  of  $226  mil- 
lion, in  five  percent  bonds,  made  him 
the  richest  man  in  the  world. 

Later  that  month  Morgan  and  Hill 
bought  control  of  the  Chicago,  Burling- 
ton, and  Quincy  Railroad  for  the  joint 
account  of  Hill’s  Great  Northern  and 
Northern  Pacific  Railroads.  The  C'BQ 
was  strategically  important  because  it 
provided  an  entry  into  Chicago  which 
Hill's  systems,  and  Harriman's  Union 
Pacific,  lacked.  Since  Harriman’s  line 
reached  no  farther  east  than  Omaha, 
and  Hill's  no  farther  than  St.  Paul  and 
Duluth,  ownership  of  the  CBQ  also 
represented  a connection  for  a pos- 
sible transcontinental  railroad. 

Harriman  and  his  investment 
banker,  Jacob  Schiff,  the  senior  part- 
ner of  Kuhn,  l.oeb  & Company,  asked 
Hill  and  Morgan  for  a one-third  inter- 
est but  was  rebuffed.  Harriman’s  reply 
was,  “very  well  it  is  a hostile  act  and 
you  must  take  the  consequences.” 
Harriman  then  decided  that  to  attain 
possession  of  the  CBQ,  he  would 
attempt  to  purchase  control  of  the 
Northern  Pacific  Railroad. 

Edward  Henry  Harriman  began  his 
business  career  as  a trader,  speculator 
and  “market  operator.”  His  interest 
in  railroads  was  engendered  by  his 
marriage  into  the  prominent  north- 
ern New  York  State  Averell  family 


By  Peter  Low 

On  May  io,  2007  while  appearing 
on  “The  Charlie  Rose  Show,”  War- 
ren Buffett  mentioned  that  during  the 
many  seminars  he  conducted  with 
MBA  students  from  various  schools 
very  few  had  ever  heard  of  the  North- 
ern Pacific  Panic  of  1901.  Ironically, 

Above:  "The  Rush  to  Buy  Northern  Pacific, 
Thursday.  May  9."  published  in  Harper’s 
Weekly,  May  18.  1901. 


the  airing  of  this  segment  took  place 
106  years,  almost  to  the  day,  of  the 
culmination  of  that  fascinating  epi- 
sode in  American  financial  history 
which  involved  a number  of  Gilded 
Age  business  titans  and  pitted  JP  Mor- 
gan and  James  J.  Hill  against  Edward 
H.  Harriman  and  Jacob  Schiff. 

In  early  March  of  1901,  Mor- 
gan organized  the  merger  of  Carnegie 
Steel,  Federal  Steel,  American  Steel 
& Wire,  and  a number  of  smaller 
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Northern  Pacific  Railroad  Company  stock  certificate  issued  to  E.H.  Harriman  & Co.  in  1885. 


who  controlled  the  Ogdensburg  Bank 
and  the  local  Ogdensburg  and  Lake 
Champlain  Railroad.  Brilliant  in  his 
understanding  of  railway  operations 
and  audacious  in  his  business  strate- 
gies, he  eventually  gained  majority 
interests  in  the  Illinois  Central  and  the 
Southern  Pacific  railroads  as  well  as 
in  the  Union  Pacific,  which  he  reorga- 
nized out  of  bankruptcy. 

Harriman  was  described  by  Kuhn, 
Loeb  partner  Otto  Kahn  as  a man 
who  would  attend  group  meetings  “at 
which  10  or  12  men  sat  around  a table 
with  him... a large  majority  opposed 
to  the  measures  he  would  propose. 
Yet  I know  of  hardly  an  instance  of 
any  importance  where  his  views  did 
not  prevail  finally,  and,  what  is  more, 
generally  by  unanimous  vote.”  In  Har- 
riman’s  own  words,  he  told  Kahn,  “all 
the  opportunity  I ever  ask  is  to  be  one 
among  15  men  around  a table.” 


In  addition  to  the  support  of  Kuhn, 
Loeb,  he  was  backed  by  the  Union 
Pacific  Treasury  and  National  City 
Bank  which,  as  a repository  of  mil- 
lions of  dollars  of  Standard  Oil  cash, 
had  a particularly  close  relationship 
with  the  Rockefellers. 

In  early  and  mid-April,  Harriman 
began  to  accumulate  Northern  Pacific 
common  and  preferred  shares  in  the 
open  market.  Morgan,  unaware  of 
Harriman’s  bold  tactics,  left  the  United 
States  for  a vacation  at  Aix-les-Bains, 
France.  His  partners  were  so  unin- 
formed that  as  NP  continued  to  rise  in 
price,  they  actually  sold  about  23,000 
shares  of  the  partnership’s  holdings 
and  an  additional  35,000  shares  for 
customers  and  affiliates,  thus  unwit- 
tingly aiding  Harriman  in  his  quest 
for  control. 

By  late  April,  numerous  speculators 
assumed  that  the  run-up  in  the  shares  of 


many  railroads  was  due  to  the  McKin- 
ley bull  market  and  to  the  consolidation 
of  the  CBQ  with  NP.  James  Hill,  how- 
ever, became  alarmed  with  the  pace  of 
trading  in  NP  and  decided  to  make  a 
speedy  rail  trip  from  Seattle  to  New 
York  City,  arriving  on  Friday,  May  3. 
He  immediately  visited  the  Kuhn,  Loeb 
office  where  Schiff  explained  that  the 
Harriman  Group  had  invested  a total 
of  $80  million  and  owned  420,000 
shares  of  NP’s  750,000  preferred  issue 
and  370,000  shares  of  its  800,000 
common.  Although  these  combined 
positions  constituted  a majority  of  all 
the  NP  stock  outstanding,  Harriman 
was  40,000  shares  shy  of  a controlling 
interest  of  the  common. 

Hill  was  originally  from  Ontario, 
Canada  but  he  settled  in  St.  Paul,  Min- 
nesota at  the  age  of  18.  Blind  in  the 
right  eye  from  a childhood  bow  and 
arrow  accident,  he  was  known  as  the 
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Little  Giant  because  of  his  short  stature 
and  huge  ambition.  Later  that  day  he 
visited  JP  Morgan  and  Company  and 
while  combing  through  records,  discov- 
ered to  his  delight  that  NP  directors  had 
the  right  to  retire  the  preferred  issue  on 
January  1,  1902.  Therefore,  51  percent 
ownership  of  the  common  was  crucial. 

The  following  day,  Saturday,  May 
4,  Harriman  instructed  Kuhn,  Loeb 
to  buy  an  additional  40,000  shares  of 
common  (the  NYSE  conducted  Sat- 
urday trading  sessions  from  10  am  to 
12  pm  until  1952).  Schiff  was  in  Syna- 
gogue observing  the  Jewish  Sabbath 
and  when  found  by  one  of  his  part- 
ners, he  instructed  that  the  order  not 
be  filled  and  indicated  that  he  would 
take  personal  responsibility  for  the 
decision.  The  historical  record  gener- 
ally assumes  that  Schiff  was  observant 
and  would  not  conduct  business  on  the 
Sabbath.  However,  Jean  Strouse,  in 
her  biography  of  JP  Morgan,  offers  the 
possibility  that  Schiff  did  not  want  to 
further  antagonize  the  powerful  House 
of  Morgan.  In  any  event,  no  portion  of 
the  order  was  executed. 

In  addition,  Morgan  partner  Rob- 
ert Bacon  wired  his  senior  partner 
in  France  for  permission  to  purchase 

150.000  shares  of  common,  and  the 
reply  which  reached  Bacon  on  Mon- 
day, May  6,  ordered  him  to  "buy  at 
any  price.”  Frenzied  trading  ensued, 
and  that  day  NP  closed  up  17 1 > points 
at  127  Vi. 

By  Tuesday,  May  7,  it  became  clear 
that  the  stock  was  cornered.  Many 
speculators,  unaware  of  the  behind- 
the-scenes  struggle  for  control,  saw  the 
price  increase  as  an  opportunity  to  sell 
short,  thus  attempting  to  profit  from 
a possible  decline.  As  a result,  about 

100.000  more  shares  were  sold  than 
had  been  printed.  In  addition,  under 
the  then  existing  rules  of  the  NYSE,  a 
seller  had  the  obligation  to  deliver  sold 
shares  by  2:15  pm  the  following  day. 

As  Bernard  Baruch,  the  famous 
speculator  and  advisor  to  presidents, 
relates  in  his  autobiography,  neither 
side  intended  to  set  off  a short  squeeze. 


and  as  a result  AJ  Stern,  of  Herzfeld 
& Stern,  was  sent  to  the  NYSE  Floor 
that  Tuesday,  after  the  3 pm  closing 
bell,  as  a Kuhn,  Loeb  emissary  to  lend 
stock  to  panicked  short  sellers.  NP 
had  already  finished  the  session  at  143 
after  touching  149  earlier  in  the  day, 
bur  brokers  had  not  yet  left  the  trad- 
ing post.  As  Stern  entered  the  crowd 
he  inquired,  “Who  wants  to  borrow 
Northern  Pacific?  1 have  a block  to 
lend.”  Baruch,  who  was  a NYSE  Mem- 
ber, and  therefore,  an  eyewitness  to  the 
pandemonium  that  followed,  explains 
that  “...the  desperate  brokers  rushed 
at  Stern.  Struggling  to  get  near  enough 
to  him  to  shout  their  bids,  they  kicked 
over  stock  tickers.  Strong  brokers  thrust 


Bernard  M.  Baruch 


aside  the  weak  ones.  Hands  were  wav- 
ing and  trembling  in  the  air.”  Continu- 
ing his  narrative,  Baruch  describes  the 
frantic  brokers  as  acting  like  "...thirst- 
crazed  men  battling  for  water,  with  the 
biggest,  strongest  and  loudest  faring 
best.”  Stern  finally  broke  away  after  he 
had  no  more  stock  to  lend. 

The  next  day,  Wednesday,  May 
8,  the  hysteria  continued,  and  as  NP 
advanced  in  price  other  stocks  were 
being  sold  in  panic  at  considerable  dis- 
counts. Many  speculators  were  facing 
catastrophic  losses  and  financial  ruin. 

Baruch  further  explains  that  dur- 


ing that  era  many  traders  and  brokers 
often  assembled  after  hours  at  the  \\  al- 
dorf  Astoria  Hotel,  which  was  on  the 
site  where  the  Empire  State  Building 
now  stands.  He  describes  the  scene  that 
Wednesday  evening,  "one  look  inside 
the  Waldorf  that  night  was  enough  to 
bring  home  [the]  truth  of  how  little 
we  differ  from  animals  after  all.  From 
a palace  the  Waldorf  had  been  trans- 
formed into  the  den  of  frightened  men 
at  bay...  It  was,  in  short,  a mob  swayed 
by  all  the  unreasonable  fears,  impulses 
and  passions  that  play  on  mobs.” 

The  headline  in  the  New  York  Her- 
ald on  Thursday,  May  9,  read,  “Giants 
of  Wall  Street  in  Fierce  Battle  for 
Mastery,  Precipitate  Crash  That  Brings 
Ruin  to  Horde  of  Pygmies.”  That 
morning,  Northern  Pacific  opened  up 
10  points  at  $170  and  by  1 1 am  it  was 
selling  at  $400.  Around  noon,  the  price 
hit  $700  and  at  about  2 pm  there  was 
a transaction  of  300  shares  at  $1,000. 
Then,  a few  minutes  before  the  2:15 
pm  settlement  deadline  Ai  Stern  again 
visited  the  Floor  accompanied  by  JP 
Morgan's  representative,  Eddie  Nor- 
ton of  Street  and  Norton.  The  men 
announced  that  neither  Kuhn,  Loeb 
nor  JP  Morgan  would  enforce  delivery 
of  NP  shares  purchased  the  day  before. 
The  crisis  was  over  and  NP  sold  off  to 
$300  although  it  eventually  closed  at 
$325,  up  165  points  for  the  day.  Later 
that  afternoon,  both  investment  banks 
announced  that  they  would  provide 
stock  to  short  sellers  at  the  reasonable 
price  of  $ 150. 

As  for  Baruch’s  personal  trading 
during  the  panic,  he  reports  that  on 
Monday  morning,  May  6,  he  was  con- 
sidering an  NP  arbitrage  opportunity 
between  the  New  York  and  London 
markets  and  shared  his  thoughts  with 
Talbot  Taylor,  a reliable  and  well-con- 
nected colleague.  Taylor,  who’s  father- 
in-law,  James  Keene,  was  handling  the 
NP  buy  order  for  JP  Morgan  & Com- 
pany, admonished  Baruch  to  "Be  care- 
ful and  don’t  be  short  of  this  stock. 

continued  on  page  38 
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Financial  Innovation, 
Crisis  and 
Regulatory  Reform 


By  Eric  Hilt 

On  the  evening  of  September  27, 
1826,  one  of  the  most  spectacular 
criminal  trials  in  the  history  of  New 
York  City  began.  Eight  wealthy 
and  politically  influential  men  stood 
indicted  for  conspiracy  to  defraud  five 
corporations,  including  several  promi- 
nent insurance  companies  and  banks. 
Two  months  earlier,  a panic  had  bro- 
ken out  on  Wall  Street,  with  a wave 
of  failures  of  financial  companies  and 
bank  runs,  amid  rumors  of  fraud.  In 
response  to  the  public  outcry  pro- 
voked by  the  scandal,  city  District 
Attorney  Hugh  Maxwell  had  obtained 
indictments  against  the  directors  of 
the  companies  that  failed,  and  brought 
the  most  sensational  case  to  trial  first. 
The  trial  was  held  before  a special 
court  for  major  criminal  cases,  called 
a court  of  oyer  and  terminer,  with 
New  York  Supreme  Court  justices 
presiding.  The  gallery  was  packed.  The 
defendants  were  represented  by  12 
attorneys,  including  some  of  the  most 
eminent  figures  at  New  York’s  bar. 
The  dramatic  testimony  and  erudite 
legal  argumentation  of  the  25-day  trial 
captivated  the  city,  and  New  York’s 
most  prominent  newspapers  all  printed 
daily  accounts  of  the  proceedings. 

During  the  trial,  the  DA’s  descrip- 
tion of  the  affairs  of  the  collapsed 
firms  included  scandalous  revelations 
of  directors  keeping  their  firms  afloat 


through  the  issuance  of  securities  that 
were  almost  certainly  worthless;  of 
insiders  using  the  resources  of  their 
firms  in  ways  that  benefited  them  per- 
sonally, and  endangered  the  companies’ 
financial  health;  and  of  extraordinarily 
complex  transactions  among  groups  of 
companies  controlled  by  the  same  men. 
The  defense  argued  that  the  directors 
had  acted  to  try  to  save  their  compa- 
nies, rather  than  defraud  them,  and  that 
the  defendants  were  among  the  largest 
stockholders  in  their  firms.  Apparently 
at  least  one  juror  found  this  argument 
persuasive,  and  the  trial  ended  in  a 
hung  jury.  The  defendants  were  ulti- 
mately tried  three  times,  and  in  the  end 
several  were  found  guilty,  as  were  a few 
of  the  defendants  in  the  subsequent  tri- 
als of  corporate  directors.  But  in  1827 
these  convictions  were  appealed  to  the 
state’s  highest  court  and  overturned, 
on  the  grounds  that  the  charge  of  con- 
spiracy was  too  expansive  and  unfair  to 
the  defendants. 

The  failure  to  ultimately  convict 
any  of  the  directors  in  the  “conspiracy 
trials”  of  1826  was  a symptom  of  a 
much  broader  problem:  the  world  of 
business  and  finance  had  seen  tremen- 
dous innovations  in  recent  years,  but 
the  law  had  not  kept  pace.  In  the  early 
decades  of  the  19th  century,  New 
York  City  developed  into  the  nation’s 
preeminent  financial  center,  and  its 
securities  markets  grew  rapidly  in  size 
and  importance.  Yet  the  state  had  no 


financial  reporting  requirements  for 
public  companies,  and  offered  rela- 
tively few  legal  safeguards  for  inves- 
tors. Crucially  important  questions 
regarding  the  rights  of  stockholders 
and  creditors  were  not  addressed  by 
any  statute,  nor  had  they  ever  been 
considered  by  any  court.  In  response 
to  what  was  generally  regarded  as 
the  inadequacy  of  legal  protections  of 
investors,  the  state  enacted  a sweep- 
ing package  of  legislation  intended 
to  clarify  and  strengthen  the  rights 
of  stockholders  and  creditors,  and 
impose  new  legal  responsibilities 
on  corporate  directors.  In  a pattern 
that  would  be  repeated  through  the 
19th  and  20th  centuries,  the  law  was 
reformed  and  new  regulations  were 
put  in  place  in  response  to  financial 
crises  and  scandals.  Recent  efforts  to 
strengthen  regulations  and  investor 
protections  in  the  wake  of  the  Panic 
of  2008  are  the  beginnings  of  a new 
repetition  of  this  cycle. 

Like  many  financial  crises  in  history, 
the  Panic  of  1826  originated  in  a lend- 
ing boom.  In  1824  and  the  first  half  of 
1825,  abundant  credit  and  economic 
optimism  contributed  to  a surge  in  the 
creation  of  new  financial  companies, 
particularly  in  New  York.  The  shares 
of  newly-created  financial  firms  surged 
in  value  on  the  New  York  Stock  and 
Exchange  Board  (NYS&EB),  which 
later  became  the  NYSE.  In  this  envi- 
ronment, a new  generation  of  entre- 
preneurs, who  had  little  patience  for 
the  relatively  conservative  financial 
practices  of  the  established  banks  and 
insurance  companies  of  New  York 
City,  founded  many  financial  firms 
and  floated  their  shares  publicly.  Some 
of  these  men  were  wealthy  and  politi- 
cally prominent  merchants,  such  as 
Henry  Eckford  and  Alfred  S.  Pell, 
both  of  whom  were  taxed  at  $100,000 
or  above  in  1826,  placing  them  among 
the  60  wealthiest  people  in  New  York 
City  at  the  time.  Eckford  and  Pell 
were  leading  members  of  one  faction 
of  New  York’s  Republican  Party,  and 
Pell  won  election  to  the  New  York 
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State  Assembly.  Together  with  groups 
of  speculators  and  brokers,  and  some 
men  of  doubtful  means  and  reputa- 
tions, they  founded  or  took  control 
of  a large  number  of  companies.  In 
the  financing  and  operations  of  their 
firms,  these  men  employed  extraor- 
dinarily aggressive  strategies,  some 
innovative,  some  unprecedented. 

To  assert  and  maintain  control, 
these  men  made  heavy  use  of  the  com- 
mon practice  of  lending  to  insiders. 
Upon  founding  the  new  firms,  they 
would  carefully  manage  the  subscrip- 
tion books  and  allocate  large  or  con- 
trolling blocks  of  stock  to  themselves, 
which  they  would  pay  for  with  “stock 
notes”  — they  would  simply  use  the 
shares  as  collateral  for  a loan  from 
another  institution.  Such  loans  were 
relatively  easy  to  obtain,  given  the 
high  expected  share  prices.  At  the 
first  stockholders’  meeting  of  their 
new  firms,  they  would  use  the  voting 


power  of  their  own  shares  to  vote 
themselves  into  office  as  corporate 
directors.  Once  they  held  director- 
ships and  control  of  the  firms’  opera- 
tions, they  would  lend  themselves  the 
amount  borrowed  for  their  shares, 
using  the  funds  to  repay  the  original 
loan.  In  some  cases,  these  new  loans 
were  ultimately  repaid  by  returning 
substantial  portions  of  the  shares  to 
the  company,  effectively  making  them 
treasury  shares.  But  the  directors  often 
continued  to  vote  these  shares,  usually 
by  placing  the  shares  in  a trust  for  the 
company,  and  naming  themselves  or 
their  allies  trustees.  With  control  of  a 
majority  of  the  votes  in  their  corpo- 
rations’ annual  meetings,  these  men 
could  exercise  dictatorial  power  over 
their  firms,  and  were  effectively  unac- 
countable to  the  other  shareholders. 

Many  of  the  new  companies  func- 
tioned as  quasi-banks.  Several  were 
actually  insurance  companies,  whereas 


others  were  founded  as  “loan”  or 
“Lombard”  companies.  These  firms 
were  not  legally  authorized  to  act 
as  banks,  and  were  prohibited  from 
issuing  banknotes,  the  primary  circu- 
lating medium  of  the  time.  But  they 
nonetheless  made  short-term  loans 
by  issuing  securities  that  were  similar 
to  banknotes,  known  at  the  rime  as 
“bonds.”  Unlike  banknotes,  which 
were  payable  on  demand  in  specie, 
they  were  payable  to  order  at  some 
future  date,  usually  in  three  months  or 
six  months.  And  unlike  banks,  whose 
charters  usually  imposed  some  limi- 
tation on  total  indebtedness  or  note 
issuance  relative  to  their  capital,  these 
institutions  faced  no  such  limitations, 
since  the  state  had  not  anticipated  that 
they  would  issue  such  securities.  Some 
of  the  companies  created  in  1824  and 
1825  issued  large  amounts  of  these 
bonds  to  finance  high-interest  loans 
to  speculators,  and  thereby  capitalize 
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on  the  opportunities  created  by  the 
booming  markets  of  the  time. 

Beyond  those  bonds,  the  boldest 
transactions  were  the  leveraged  acquisi- 
tions of  other  corporations.  Once  they 
had  established  control  over  a series 
of  companies,  these  men  could  use  the 
resources  of  their  firms  to  acquire  still 
more  firms,  and  thereby  form  a group 
of  interconnected  institutions.  Securi- 
ties trading  on  Wall  Street  had  become 
quite  sophisticated  by  the  1820s,  and 
brokers  and  merchants  used  the  ample 
credit  available  in  securities  markets 
to  purchase  large  blocks  of  stock.  One 
investor  group  thereby  established  con- 
trol, or  at  least  substantial  influence, 
over  at  least  eight  different  firms — at 
a time  when  there  were  only  around 
60  companies’  shares  traded  on  the 
NYS&EB.  That  group  managed  to  use 
the  capital  of  one  of  their  firms  as  col- 
lateral for  a massive  loan  that  enabled 
them  to  purchase  a controlling  stake  in 
City  Bank,  one  of  the  largest  financial 
institutions  in  the  city  at  the  time,  and 
the  precursor  to  the  modern  Citibank.1 
Some  journalists  and  commentators 
even  feared  that  they  would  eventually 


obtain  control  over  the  Second  Bank 
of  the  United  States.  But  these  invest- 
ments were  financed  with  tremendous 
leverage,  and  ultimately  proved  quite 
vulnerable. 

In  late  1825  a severe  financial  crisis 
began  in  Britain,  and  its  effects  were 
quickly  felt  in  New  York.  After  several 
years  of  steep  increases,  stock  prices  in 
New  York  began  to  fall,  and  contin- 
ued to  decline  through  1826.  That  put 
enormous  pressure  on  New  York’s 
newer  financial  companies.  Loans 
made  to  speculators  proved  worthless. 
Debts  incurred  to  finance  the  purchase 
of  blocks  of  stock  by  corporate  direc- 
tors were  called  in,  which  forced  them 
to  sell  shares  at  a loss.  Credit  proved 
difficult  to  obtain,  as  investors  and 
financial  institutions  began  to  regard 
the  liabilities  of  anything  other  than 
highly  reputable  local  banks  as  deeply 
suspect.  Deeply  in  debt,  many  of  the 
new  firms  faced  the  crushing  burden 
of  enormous  amounts  of  maturing 
bonds,  and  their  management  became 
increasingly  desperate.  That  is  when 
they  resorted  to  fraud. 

Given  that  they  exercised  control 


over  a relatively  large  number  of  com- 
panies, with  some  under  severe  finan- 
cial strain  and  others  relatively  sound, 
some  men  who  exercised  control  over 
multiple  firms  used  the  resources  of 
their  healthier  firms  to  aid  the  troubled 
ones.  They  never  resorted  to  outright 
embezzlement,  but  rather  employed 
exchanges  of  securities  from  one  com- 
pany to  another  — sometimes  a bond 
was  issued,  in  other  cases,  a swap  was 
effected  — to  shift  resources  to  the 
firm  where  they  were  needed  most. 
Those  transactions  were  inimical  to 
the  interests  of  the  stockholders  and 
creditors  of  the  firm  whose  resources 
were  used  to  aid  other  companies,  but 
there  was  no  way  for  the  stockholders 
to  have  known  about  them. 

The  most  spectacular  example  of 
these  transactions  was  undertaken 
by  the  directors  of  the  Life  & Lire 
Insurance  Company,  the  most  heavily 
indebted  of  the  new  financial  firms. 
Desperate  to  raise  capital  to  service  the 
company’s  maturing  debts,  the  firm’s 
president,  Henry  Eckford,  and  his  close 
associate,  Jacob  Barker,  arranged  to 
issue  a $250,000  bond  in  May  1826 
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Individuals  named 

Corporations  alleged  to  have  been  defrauded 

Key  details 

Henry  Eckford,  Joseph  G.  Swift,  Wil- 
liam P.  Rathbone,  Thomas  Vermilyea, 
George  W.  Brown,  Mark  Spencer, 
Matthew  L.  Davis,  Jacob  Barker 

Mechanic  Fire  Insurance,  Morris  Canal  and 
Banking  Company,  Fulton  Bank,  Life  & Fire 
Insurance, Tradesmen's  Bank 

Life  & Fire  issued  more  than 
$1,300,000  in  bonds.  Fulton  Bank 
sustained  losses  of  more  than 
$100,000. 

Thomas  Hyatt,  Prosper  M.  Wetmore, 
S.D.  Jackson,  Mark  Spencer,  George 

W.  Brown 

Hudson  Insurance,  U.S.  Lombard  Association 

Hudson  Insurance  issued  $300,000 
in  bonds.  U.S.  Lombard  issued 
$600,000. 

John  J.  Lambert,  Samuel  F.  Lambert, 
Henry  B.  Lambert,  Charles  Mowatt, 
Benjamin  A.  Waldron 

Sun  Fire  Insurance 

$260,000  of  Sun's  capital  stock  lost 
on  transactions  with  directors. 

Isaac  Lucas,  Edward  Macomber 

New  York  Mount  Hope  Loan,  Franklin  Manu- 
facturing Company 

Bonds  totaling  at  least  $200,000 
issued  by  these  companies. 

Ferris  Pell,  Afred  S.  Pell 

Greenwich  Fire  Insurance 

$230,000  of  Greenwich's  capital 
stock  lost  on  transactions  with 
directors. 

Matthew  Reed,  Samuel  Cox,  Samuel 

L.  Gourvernor,  Matthew  L.  Davis 

Tradessmen's  Bank 

Tradesmen's  Bank  sustained  losses 
of  more  than  $100,000. 

18 


to  purchase  newly-issued  shares  of 
stock  in  a New  Jersey  bank  where 
thev  had  some  influence,  the  Morris 
Canal  & Banking  Company.  At  the 
time  the  bond  was  issued.  Life  & Fire 
was  almost  certainly  insolvent,  but  the 
bond  was  accepted  at  face  value  by 
their  associates  at  Morris  Canal.  They 
then  used  the  shares  of  Morris  Canal  to 
repav  a loan  for  the  purchase  of  shares 
of  stock  in  another  firm  where  they  had 
influence,  the  Fulton  Bank  (the  lender 
was  Fulton  Bank  itself),  and  ultimately 
sold  the  Fulton  Bank  stock  in  the  open 
market  to  raise  capital  for  Life  &:  Fire. 
Effectively,  the  capital  of  the  Morris 
Canal  and  the  Fulton  Bank  were  used 
to  try  to  save  Life  &:  Fire. 

In  July  of  1826,  when  rumors  of 
fraud  in  some  companies  began  to 
circulate  in  the  press,  panic  broke  out, 
and  several  firms  failed  in  response 
to  runs  on  their  liabilities.  There  was 
a run  on  the  Fulton  Bank,  which  it 
ultimately  survived,  and  Life  & Fire 
Insurance  collapsed  quite  suddenly. 
Ultimately,  18  companies  — more 
than  half  of  the  firms  first  listed  in 
1824  and  1825  — would  fail  or  get 
shut  down.  In  the  end,  the  complex 
exchanges  of  securities  among  firms 
simply  magnified  the  losses  borne 
when  they  ultimately  failed. 

The  failures  of  these  firms  imposed 
significant  losses  on  the  investors  who 
owned  their  securities.  The  New  York 
Commercial  Advertiser  reported  in 
July  of  1826  that  panicked  bondhold- 
ers mobbed  the  offices  of  several  firms, 
likening  the  scene  to  the  “eruption 
of  a volcano.”  The  revelation  that 
several  publicly  traded  firms  whose 
nominal  capital  was  $500,000  — more 
than  all  but  a handful  of  major  banks 
and  insurance  companies  — in  fact 
had  almost  nothing  to  pay  their  credi- 
tors or  stockholders  was  truly  shock- 
ing. Newspaper  editorialists  expressed 
fears  that  the  scandals  would  shatter 
confidence  in  New  York’s  corpora- 
tions and  institutions.  “These  men 
have  nearly  ruined  the  credit  of  the 
city  abroad,”  wrote  the  New-York 


Enquirer , “by  their  fictitious  opera- 
tions.” Calls  for  criminal  prosecu- 
tions, and  major  legal  reforms,  came 
quickly.  In  his  annual  message  in  Jan- 
uary 1827,  Governor  DeWirt  Clinton 
called  on  the  legislature  to  impose  new 
regulations  on  financial  companies. 

The  scandals  of  1826  confronted 
the  political  leadership  of  the  state 
with  the  realization  that  the  laws  and 
institutions  in  place  to  protect  stock- 
holders were  no  match  for  the  prac- 
tices developed  by  some  of  the  more 
aggressive  financial  firms.  Calls  for 
criminal  investigations  came  quickly, 
and  the  DA  obtained  a series  of  indict- 
ments against  the  directors  of  the 
failed  companies  (see  the  accompany- 


\ew  York  Governor  DeWitt  Clinton 


ing  table).  But  many  of  the  fraudu- 
lent manipulations  at  the  center  of 
the  scandals  apparently  violated  no 
law — hence  the  decision  of  the  DA 
to  prosecute  directors  for  conspiracy. 
Ultimately,  the  state  passed  a compre- 
hensive new  law  intended  to  protect 
the  investors  in  financial  companies, 
one  of  the  first  of  its  kind  in  the 
United  States.  That  law,  implemented 
in  1828,  made  several  of  the  financial 
practices  brought  to  light  in  the  trials 
criminal  offenses,  required  financial 
companies  to  produce  regular  finan- 


cial statements,  and  even  included 
definitions  of  some  basic  account- 
ing concepts,  in  an  effort  to  create 
accounting  standards.  The  law  also 
gave  the  attorney  general  new  pow- 
ers over  corporations,  and  made  it 
possible  for  the  state  to  use  the  courts 
to  intervene  and  halt  the  operations 
of  corporations  when  they  violated 
the  law%  or  w'hen  they  w'ere  insolvent. 
Parts  of  these  laws  were  imitated  by 
other  states,  w'hich  was  often  the  case 
with  legal  innovations  in  New  York. 

The  new  regulations  imposed  by  the 
state  were  not  the  only  legal  innovations 
that  occurred  in  response  to  the  scan- 
dals; other  changes  occurred  within  the 
courts.  As  might  be  expected  from  the 
failure  of  so  many  companies  in  such 
complex  circumstances,  an  enormous 
amount  of  litigation  was  initiated  by 
stockholders  and  bondholders  in  1826. 
The  volume  of  suits  put  tremendous 
strain  on  New'  York’s  court  system, 
and  complaints  about  delays  became 
common.  An  issue  with  far-reaching 
implications  that  arose  in  some  of  this 
litigation  was  that  minority  investors 
asserted  the  right  to  sue  the  directors 
of  their  companies  for  breach  of  fidu- 
ciary trust — a tactic  which  later  came 
to  be  known  as  the  derivative  suit.  The 
most  prominent  case  in  which  that 
claim  was  made,  Robinson  v.  Smith , 
was  initiated  by  stockholders  in  the 
corporation  whose  resources  were  uti- 
lized to  purchase  the  controlling  stake 
in  City  Bank.  The  plaintiffs  prevailed, 
and  Robinson  v.  Smith  is  often  cited 
as  a landmark  in  the  development  of 
minority  shareholders’  rights. 

The  crisis  and  scandals  of  1826  are 
mostly  forgotten  today.  This  is  because 
the  events  do  not  fit  the  pattern  of 
a classic  19th-century  banking  panic; 
most  of  the  commercial  banks  in  New 
York  survived.  There  were  bank  runs, 
but  primarily  in  response  to  revelations 
of  the  involvement  of  some  banks  in 
the  finances  of  some  of  the  suspect 
financial  companies.  Instead,  the  prob- 
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By  Clyde  A.  Haulman 

Writing  from  Richmond  in  May 
1819,  Benjamin  Brand  told  George 
Caskaden,  a former  retail  merchant 
from  the  city  who  had  moved  to 
Alabama,  “you  have  been  lucky  in 
removing  from  this  place.”  Caskaden’s 
good  fortune  was  to  avoid  the  devas- 
tating impact  of  the  Panic  of  1819 
on  merchants  in  Virginia’s  capital. 
Between  1818  and  1819  the  number 
of  merchant  licenses  issued  in  the 
city  dropped  almost  40  percent,  and 
it  took  until  1829  for  the  number  of 
merchant  licenses  issued  to  reach  their 
pre-panic  peak.  Describing  business 
conditions  Brand  wrote,  “We  have 
gloomy  times  here  — many  protests 
[failures]  have  taken  place  since  I 
last  saw  you,  and  many  more  soon 
expected...  Many  have  backed  out  of 
business.”  The  financial  crisis  meant 
that  “(a)t  this  time  there  is  very  little 

Above:  Second  Bank  of  the  United  States 
building  in  Philadelphia. 


credit  business  done.  Confidence  in 
each  other’s  ability  to  pay  is  very 
slight.  [On  Saturday  it  is  said  there 
were  12  notes  laid  over  for  protest.]” 
The  decline  in  business  activity  left 
“(m)any  store  houses ...  shut  up  and 
written  on  ‘For  Rent’”  and  took  the 
bottom  out  of  what  had  been  a specu- 
lative boom  in  property.  John  Mar- 
shall, putting  it  more  concisely  in  a 
letter  two  months  earlier,  said,  “We 
are  in  great  distress  here  for  money. 
Many  of  our  merchants  stop  — a thing 
which  was  long  unknown  and  was 
totally  unexpected  in  Richmond.”1 

Virginia  was  not  alone  in  its  misery 
as  contemporary  observers  across  the 
country  indicated  that  the  Panic  of 
1819  was  a traumatic  experience  for 
the  new  republic.  For  example,  John 
C.  Calhoun,  discussing  the  situation 
with  John  Quincy  Adams  in  1820, 
said,  “There  has  been  within  these 
two  years  an  immense  revolution  of 
fortunes  in  every  part  of  the  Union: 
enormous  numbers  of  persons  utterly 


ruined;  multitudes  in  deep  distress; 
and  a general  mass  disaffection  to 
the  government...”  In  Boston,  the 
newspapers  reported  that  “complaints 
of  hard  times  appear  universal”  and 
that  what  was  once  a thriving  town 
“presents  a dull  and  uncheery  spec- 
tacle— silence  reigns  in  the  streets...” 
Hezekiel  Niles  in  his  Register  reported 
that  a Philadelphia  committee  found 
that  employment  in  30  industries 
studied  declined  “from  9,672  in  1816 
to  2,137  in  1819;  weekly  wages  were 
down  from  $58,000  to  $12,000,”  and 
Niles  himself  estimated  that  in  New 
York,  Philadelphia  and  Baltimore 
some  50,000  were  “either  unemployed 
or  irregularly  employed.”  Niles  also 
reported  that  in  Philadelphia  “houses 
which  rented  for  $1,200,  now  rent  for 
$450,  fuel  which  costs  $12,  now  costs 
$41/2;  beef  250  now  80;  other  things 
in  proportion...”  From  Pittsburgh  a 
citizen’s  committee  “stated  that  cer- 
tain manufacturing  and  mechanical 
trades  in  their  city  and  its  vicinity, 
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which  employed  1,960  persons  in 
1815,  employed  only  672  in  1819."- 

With  a monetary  contraction  under- 
way, the  continued  retirement  of  fed- 
eral debt,  much  of  it  to  foreigners,  and 
declines  in  the  overseas  markets  for 
American  staples,  the  United  States 
economy  was  headed  for  disaster.  The 
most  dramatic  aspect  of  the  disaster 
was  a rapid  deflation  as  prices  fell 
30.6  percent  between  1818  and  1821. 
Stagnation  of  real  output  that  for  some 
parts  of  the  country  lasted  well  into 
the  1820s.  Real  GNP  fell  in  1819  and 
was  flat  over  the  period  1818-1821. 

The  young  republic’s  rude  intro- 
duction to  boom-and-bust  capitalism 
reported  by  these  sources  was  a com- 
plex combination  of  financial  market 
volatility,  swings  in  international  mar- 
ket demand,  and  federal  government 
financial  activity.  The  actions  of  the 
second  Bank  of  the  United  States, 
along  with  those  of  state-chartered 
banks,  have  received  much  atten- 
tion. And,  the  monetary  tightening 
of  1818-1819  sounded  the  alarm  for 
an  economy  rife  with  speculation  and 
brought  the  economic  optimism  that 
had  fueled  the  speculation  to  an  end. 
Although  changes  in  money  and  credit 
were  an  important  component  in  gen- 
erating panic  across  the  nation,  ulti- 
mately it  was  the  collapse  of  the  strong 


foreign  markets  for  commodities  that 
had  fueled  the  American  economy  in 
the  years  following  the  War  of  1812 
and  the  rapid  repayment  of  federal 
debt,  much  of  it  to  foreign  bondhold- 
ers, that  created  the  country’s  first 
modern  business  cycle. 

In  the  events  leading  up  to  the  Panic 
of  1819,  the  banking  system  played  a 
critical  role.  With  the  end  of  the  War 
of  1812,  public  land  sales  jumped  dra- 
matically. The  Treasury  Department 
grew  concerned  with  the  losses  they 
were  taking  because  the  revenue  from 
those  sales  was  mostly  in  the  form  of 
bank  notes  from  the  West  and  South- 
west that  were  depreciated,  or  not  cir- 
culating at  their  face  value,  while  much 
federal  spending  occurred  in  the  East 
where  bank  notes  were  circulating  at  or 
close  to  their  face  value.  That  situation, 
combined  with  a growing  federal  sur- 
plus from  both  land  sales  and  customs 
revenue,  the  prospect  of  a number  of 
federal  bond  issues  maturing  in  the 
next  few  years,  and  the  false  belief  that 
the  absence  of  a national  bank  had 
made  it  difficult  to  raise  funds  for  the 
war,  led  Congress  to  create  the  Second 
Bank  of  the  United  States  in  1816. 
The  first  order  of  business  for  the 
new  Second  Bank  was  to  make  all  the 
nation's  currency,  consisting  mainly  of 
bank  notes  issued  by  state-chartered 


banks,  sound  by  requiring  state  banks 
to  resume  redeeming  their  notes  in  spe- 
cie on  demand.  Facing  some  reluctance 
by  state  banks,  the  Second  Bank  nego- 
tiated an  agreement  whereby  it  would 
expand  loans  by  $6  million  in  exchange 
for  the  resumption  of  specie  convert- 
ability.  Although  the  process  was  not 
completely  successful,  the  discipline  of 
convertability  led  state  banks  to  restrict 
their  notes  and  deposits  from  a total 
of  $67.6  million  at  the  end  of  1816  to 
$60.4  million  a year  later.  However, 
this  was  more  than  made  up  for  by  the 
$20.6  million  expansion  of  the  Second 
Bank's  notes  and  deposits  leading  to  a 
total  expansion  of  the  banking  system  s 
money  supply  of  almost  20  percent  for 
the  year  1817.  Attempts  by  European 
countries  to  return  to  a specie  standard 
in  the  years  after  1815  further  exac- 
erbated the  monetary  problems  in  the 
U.S.  These  efforts  meant  nations  were 
all  trying  to  build  up  gold  and  silver 
reserves  at  the  same  time,  thus  placing 
intense  pressure  on  the  world’s  specie 
supply. 

Following  this  initial  action,  the 
Second  Bank  went  even  further  by 
expanding  credit  until  loans  stood  at 
more  than  $41  million  by  mid-1818. 
This  expansion  combined  with  the 
dramatic  increase  in  land  sales  in  the 
West  meant  that  notes  of  western 
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and  southern  branches  of  the  Second 
Bank,  which  it  had  decided  to  redeem 
at  any  office  as  a means  of  devel- 
oping a uniform  national  currency, 
began  to  flood  eastward,  particularly 
to  New  York  and  Boston.  Despite 
large  imports  of  specie,  the  bank  could 
not  continue  to  meet  the  demand  for 
note  redemption.  Thus,  in  July  1818, 
the  directors  ordered  loans  reduced  at 
Philadelphia  ($2  million),  Baltimore 
($2  million),  Richmond  ($700,000) 
and  Norfolk  ($300,000). 

The  retirement  of  1803’s  Loui- 
siana bonds,  scheduled  to  begin  in 
1818  and  to  continue  through  1821, 
further  complicated  the  picture.  Such 
action  on  top  of  the  greater-than 
$20  million  in  federal  debt  retired 
during  1817  meant  that  substantial 
government  revenues  did  not  reenter 
the  economy  directly,  thus  creating  a 
smaller  effect  than  if  those  revenues 
had  been  spent  directly  by  the  gov- 
ernment. Most  importantly  given  the 
Second  Bank’s  contraction  in  the  last 
half  of  1818,  about  $3.5  million  of 
the  roughly  $4.5  million  in  Louisiana 
bonds  retired  in  October  1818  went 
as  payments  to  foreigners.  Of  the  total 
$11  million  retired  of  the  entire  issue, 
some  $6  million  went  to  foreigners. 
This  flow  of  funds  out  of  the  domestic 
economy  meant  that  potential  domes- 
tic spending  was  lost  at  a critical  time, 
and  it  placed  additional  strains  on  the 
Second  Bank.  Treasury  deposits  at 
the  bank  dropped  approximately  $6 
million  between  October  1818  and 
January  1819  to  an  ending  balance  of 
slightly  less  than  $3  million  — a two- 
thirds  decline  in  just  three  months. 

The  contraction  story’s  final  ele- 
ment was  also  international.  As  Europe 
prepared  for  the  resumption  of  specie 
convertibility  in  1819,  the  resulting 
economic  slowdowns  across  Europe 
from  scarce  specie  combined  with  the 
return  of  good  harvests  on  the  Conti- 
nent and  in  Britain  meant  that  mar- 
kets for  American  staples  began  to  fall 
sharply.  Europe  accounted  for  more 
than  70  percent  of  American  exports 
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Letter  from  Langdon  Cheves  to  the  head  of  the  Bank  of  the  U.S.  in  New  Orleans 
directing  him  to  cash  drafts  on  Stephen  Girard,  dated  February  28,  1822. 


during  this  period  with  Great  Britain 
making  up  about  half  of  that  total. 
Between  1818  and  1819  in  America’s 
most  important  foreign  market,  Great 
Britain,  the  index  of  business  activity 
fell  12.4  percent,  and  the  value  of  total 
imports  declined  16.5  percent  with  the 
importation  of  American  grain  declin- 
ing 74.6  percent. 

The  importance  of  the  Panic  of 
1819  and  the  hard  times  that  followed 
in  its  wake  is  found  in  the  long-term 
impacts  the  depression  had  on  public 
policy  and  institutions.  One  institu- 
tion affected  was  the  Second  Bank. 
Early  mismanagement  and  overexpan- 
sion, combined  with  a strong  tighten- 
ing of  credit  begun  in  1819  under  new 


president  Langdon  Cheves  and  contin- 
ued long  past  the  end  of  the  financial 
crisis,  subjected  the  bank  to  harsh 
criticism.  It  was  not  until  after  1823 
and  the  naming  of  Nicholas  Biddle 
as  president  that  the  bank  began  to 
regain  public  confidence  and  establish 
control  over  the  nation’s  monetary 
affairs.  However,  much  damage  had 
been  done.  The  Bank  War  of  the  early 
1830s  between  Biddle  and  President 
Andrew  Jackson  over  re-chartering 
the  bank  would  lead  to  its  demise. 

Other  national  effects  include 
changes  in  public  policy  regarding 
debt  and  debt  relief,  poor  relief,  inter- 
nal improvements  and  tariff  protec- 
tion. With  the  depression  worsen- 
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ing,  those  in  debt  were  increasingly 
pressed  by  creditors.  As  land  prices 
fell  and  the  number  of  legal  judgments 
requiring  repayment  of  debts  grew, 
debtors  began  to  seek  relief.  One 
important  group  of  debtors  included 
those  who  had  acquired  federal  land 
through  what  was  a very  liberal  pur- 
chasing system.  The  boom  in  western 
land  following  the  end  of  the  War  of 
1812  took  advantage  of  the  easy  terms 
of  the  times,  but  as  the  economic  crisis 
worsened,  land  prices  plummeted  and 
many  land  owners  found  themselves 
unable  to  keep  title.  In  spite  of  post- 
ponement acts  by  Congress  in  1818, 
1819  and  1820  that  extended  forfei- 
ture in  each  case  for  an  additional 
year,  the  problem  deepened,  and  pres- 


sure on  Congress  to  resolve  the  issue 
intensified. 

Following  much  debate,  the  final 
relief  legislation  for  federal  land  pur- 
chasers passed  ( 'ongress  early  in  1821. 
The  act  allowed  debtors  to  give  back 
the  proportion  of  the  land  yet  to  be 
paid  for  in  exchange  for  a clear  title 
to  what  remained  and  forgave  back 
interest.  For  those  wanting  to  keep 
all  their  land,  the  act  extended  pay- 
ment of  the  full  debt  to  eight  annual 
installments,  without  interest  charges, 
and  gave  a large  discount  to  those 
who  would  pay  promptly.  While  Con- 
gress had  enacted  postponement  laws 
frequently  in  the  decade  following 
1810,  this  level  of  federal  government 
involvement  into  debtor-creditor  rela- 


tions was  unusual  for  a time  when 
state  laws  governed  such  relation- 
ships. However,  a repeat  of  the  boom- 
bust  cycle  in  land  would  reappear  in 
the  1830s,  and  the  severe  downturn 
at  the  end  of  that  decade  would  lead 
to  a national  federal  bankruptcy  act 
in  1841. 

Other  debtors  facing  demands  from 
creditors  and  cut  off  from  further 
accommodation  by  banks  turned  to 
their  state  legislatures  for  relief.  Debt- 
ors typically  asked  stares  to  intervene 
in  contracts  through  stay  laws  that 
postponed  the  seizure  and  sale  of 
property  when  the  debtor  signed  a 
pledge  to  make  payment  at  a certain 
future  date  and/or  minimum  appraisal 
laws  that  provided  property  could 
nor  be  sold  below  a certain  minimum 
price.  That  minimum  was  typically  set 
by  a group  of  neighbors.  While  the 
push  for  such  relief  legislation  was  felt 
most  in  the  heavily  indebted  agricul- 
tural states  of  the  West,  some  form  of 
relief  was  passed  in  1 1 states,  includ- 
ing four  eastern  states,  and  passage 
was  close  in  four  additional  states,  all 
in  the  East. 

The  national  focus  on  debtors  and 
debt  relief  that  began  with  the  Panic  of 
1819  meant  that  some  stares  stopped 
putting  debtors  in  prison.  Many  states 
also  expanded  the  types  of  property 
that  were  subject  to  seizure  and  sale 
for  debt,  including  debtors'  tools  and 
dwellings  including  40  or  50  acres  of 
surrounding  land. 

In  addition  to  concentrating  atten- 
tion on  the  issue  of  debt  relief,  the 
wake  of  the  Panic  of  1819  also 
brought  the  issue  of  poor  relief  to 
the  forefront  of  public  awareness  and 
marked  the  beginning  of  a shift  in  the 
way  Americans  viewed  the  poor  and 
public  responses  to  poverty.  With  the 
experience  of  the  Panic  of  1819  fresh 
in  their  minds,  particularly  its  dra- 
matic increase  in  the  number  of  poor 
seeking  relief  and  the  resulting  rise 
in  the  cost  of  providing  poor  relief, 
and  with  the  continuing  debates  over 
poor  relief  in  Britain  as  a constant 
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reminder,  a number  of  state  and  city 
governments  began  to  search  for  ways 
to  reform  their  approach. 

One  of  the  guiding  principles  of 
these  reform  efforts  was  the  concept 
of  “less-eligibility.”  This  meant  that 
someone  on  relief  should  not  be  better 
off  than  someone  living  on  the  wages 
he  earned  working.  To  achieve  this 
required  that  the  poor  be  categorized 
by  the  source  of  their  condition — those 
who  were  poor  through  no  fault  of 
their  own  and  those  who  could  only 
blame  themselves  for  their  condition, 
temporary  versus  longer-term,  able- 
bodied  versus  disabled,  etc.  Once  they 
had  been  categorized,  control  of  the 
poor  became  an  important  goal.  This, 
in  turn,  led  to  efforts  focused  on 
limiting  access  to  relief  provided  indi- 
viduals in  their  homes  and  to  move 
towards  providing  relief  in  almshouses 
or  workhouses  that  would  oversee  the 
poor,  ensure  their  good  behavior  and 
reform  the  deviant. 

As  the  United  States  moved  into 
the  1830s  and  beyond,  increasingly 
upper-  and  middle-class  Americans 
saw  urban  poverty  as  entrenched 
rather  than  a problem  that  could  be 
solved.  This  recognition  of  the  evolv- 
ing market  revolution  and  changing 
mode  of  production  also  meant  that 
many  cities  decreased  relief  programs 
as  a percentage  of  their  budgets,  while 
funding  for  new  police  departments 
rose  dramatically.  Finally,  as  more 
and  more  citizens  began  to  see  educa- 
tion as  a solution  to  poverty,  many 
states  established  publicly-funded, 
compulsory,  non-sectarian  schools. 

Nationally,  many  state  efforts 
directed  towards  internal  improve- 
ments such  as  canals  and  turnpikes 
were  temporarily  derailed  by  the  Panic 
of  1819,  and  it  created  sufficient  con- 
cern at  the  federal  level  that  by  the 
late  1820s  much  of  the  national  effort 
had  been  abandoned.  While  many 
state  programs  were  restarted  with  the 
return  of  better  economic  times,  wide- 
spread failures  among  these  programs 
following  the  Panic  of  1837  doomed 


these  public  efforts  and  allowed  private 
capital  markets  to  establish  a claim  to 
superiority  over  public  enterprise. 

With  the  onset  of  the  depression 
following  the  Panic  of  1819,  the  pro- 
tectionist tariff  movement  was  given  a 
tremendous  boost.  Despite  the  found- 
ing of  the  American  Society  for  the 
Promotion  of  American  Industry  in 
1816  and  its  subsequent  extension 
into  state  and  local  affiliated  soci- 
eties, by  1818  the  postwar  boom 
had  reduced  the  movement  to  being 
almost  dormant.  However,  the  hard 
times  following  the  panic  led  Mathew 
Carey  of  Philadelphia  to  hold  a well- 
attended  Convention  of  the  Friends  of 
National  Industry  in  New  York  City 
late  in  1819.  This  and  a host  of  similar 
meetings,  particularly  in  New  England 
and  the  Mid-Atlantic  states,  renewed 
the  vigor  of  the  protectionist  move- 
ment and  created  numerous  appeals 
to  Congress.  As  a result,  in  1820, 
Congressman  Baldwin  of  Pennsylva- 
nia introduced  a strongly  protectionist 
tariff  bill.  With  solid  support  across 
much  of  the  nation,  the  bill  easily 
passed  the  House  but  fell  short  in  the 
Senate  by  one  vote. 

Although  failing  to  secure  the  pro- 
tective tariff  they  sought  in  1820,  the 
forces  of  protectionism  were  invigo- 
rated. Led  by  Carey,  Hezekiah  Niles, 
editor  of  the  influential  Weekly  Regis- 
ter, Daniel  Raymond,  author  of  the 
first  American  book  on  economics, 
and  a number  of  others,  the  protec- 
tionists gained  a substantial  following 
among  the  farmers  in  the  middle  Atlan- 
tic and  western  regions  and  New  Eng- 
land manufacturers.  By  1824,  times 
were  ripe  for  the  protective  legislation 
that  had  failed  earlier.  The  tariff  of 
1824  increased  duties  on  many  items 
as  the  protectionists  rejected  ideas  of 
individual  self-interest  and  free  mar- 
kets, concepts  battered  by  the  experi- 
ence of  the  Panic  of  1819.  With  the 
election  of  John  Quincy  Adams  in 
1824  protectionists  were  further 
emboldened,  and  in  1828  succeeded  in 
enacting  the  highest  tariff  in  American 


history,  the  so-called  “Tariff  of  Abom- 
inations.” Rising  sectional  tensions 
and  the  election  of  Andrew  Jackson 
began  to  turn  the  tide  of  protection 
and  in  1832  a new  tariff,  designed  to 
deal  with  rising  southern  discontent, 
cut  the  average  duties  of  the  1 828  tar- 
iff in  half.  Not  satisfied  by  this  action, 
southerners  revolted  with  South  Caro- 
lina in  the  lead.  The  resulting  Nullifica- 
tion Crisis  tested  the  American  politi- 
cal system  and  created  a critical 
precedent  for  democratic  action.  With 
tariff  acts  in  1842  and  1846  the  gen- 
eral trend  was  to  further  reduce  rates, 
and  while  tariffs  remained  an  impor- 
tant political  issue  during  the  antebel- 
lum period,  they  no  longer  played  the 
central  role  they  did  in  the  decade  fol- 
lowing the  Panic  of  1819.  E33 
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ERNESTA 

PROCOPE 

The  Trailblazing  Black  Businesswoman 
Who  Transformed  E.G.  Bowman  Co. 
from  a Storefront  to  America’s 
Largest  Minority-Owned  Broker 


By  Henry  Stimpson 

In  1953  racial  minorities  had  just- 
taken  their  first  few  big  steps  toward 
equality.  It  had  been  only  six  years 
since  Jackie  Robinson  had  broken  the 
color  line  in  baseball,  and  five  years 
since  Harry  Truman  had  desegregated 
the  armed  forces.  But  progress  was 
halting.  The  U.S.  Supreme  Court's 
decision  outlawing  segregation  in 
schools  was  still  a year  in  the  future. 
Few  minority  brokers  could  get  stan- 
dard contracts  from  carriers;  they  had 
to  place  their  clients  in  the  high-priced 
substandard  market. 

That  didn’t  deter  Ernesta  G.  Pro- 
cope, who  set  up  a storefront  insur- 
ance agency  called  E.G.  Bowman 
Company  in  Brooklyn's  Bedford- 
Stuvvesant  neighborhood  that  year. 
Her  late  husband,  Albin  Bowman,  a 
successful  real  estate  broker,  had  con- 
vinced her  to  get  her  broker's  license 
so  she  could  learn  the  business  and 
also  insure  his  properties. 

She  saw  opportunity  where  no  one 
else  did.  Bedford-Stuyvesant  was  full  of 
beautiful  owner-occupied  brownstones, 
but  hardly  anyone  wanted  to  insure 
them.  Her  firm  would  fill  that  void.  In 
1953,  she  also  married  a rising  young 
advertising  executive,  John  Procope. 

If  anyone  had  suggested  back  then 
that  this  startup  agency  would  grow 
to  become  the  nation’s  largest  minor- 
ity- and  woman-owned  insurance  bro- 
kerage, serving  some  of  America’s 
biggest  corporations  and  institutions, 
it  would  have  seemed  as  outlandish 
as  the  idea  that  men  would  walk  on 
the  moon. 

Ernesta  Procope’s  story  is  one  of 
a remarkable  perseverance  that  mir- 
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The  tumult  of  the  late  1960s  saw 
the  beginning  of  affirmative  action; 
minorities  would  no  longer  accept 
being  shut  out  of  the  mainstream 
economy.  Encouraged  that  she  would 
have  a chance,  Procope  bid  for  the 
Bedford-Stuyvesant  Restoration  Cor- 
poration, a community  development 
program  started  by  Robert  F.  Ken- 
nedy. She  won  the  account,  which 
became  the  firm’s  first  major  commer- 
cial customer. 

But  when  she  decided  to  go  after 
big  businesses  in  the  late  ’60s,  even 
her  husband  thought  she  was  too 
audacious.  It  was  unheard  of  for  a 
small  black-owned  insurance  broker- 
age to  insure  a giant  like  PepsiCo.  But 
Procope  was  undeterred,  and  the  soda 
company  became  one  of  the  firm’s 
first  big-business  clients.  It  remains  a 
major  today.  The  firm  was  also  named 
agency  of  record  for  the  U.S.  portion 
of  the  Alaska  Pipeline  and  the  Ful- 
bright  Scholars  Program  through  the 
U.S.  Information  Agency. 

None  of  the  E.G.  Bowman’s  suc- 
cesses have  come  easily.  “It’s  been  a 
constant  battle  to  open  doors  and  get 
a chance  to  show  what  we  can  do,” 
Procope  said.  But  once  the  firm  won 
an  account,  it  kept  it  by  providing 
top-notch  service  and  deep  expertise 
in  insurance  and  loss  control.  In  1979, 
E.G.  Bowman  moved  to  its  current 
location  on  Wall  Street,  becoming  the 
first  major  black-owned  business  on 
“The  Street.” 

“Here  was  a black  company  from 
Bedford-Stuyvesant  coming  to  Wall 
Street — that  was  significant.  It  showed 
that  we  had  entered  the  mainstream 
of  the  American  economy,”  Procope 
said.  “And  it  opened  doors  for  other 
blacks.” 

In  the  1980s  and  ’90s,  Procope  was 
named  to  many  corporate  and  non- 
profit boards,  including  The  Chubb 
Corporation,  Avon  Products,  Colum- 
bia Gas  System,  New  York  Urban 


Left:  Ernesta  Procope  receives  the  Woman  of  Power  Legacy 
Award  from  Black  Enterprise  magazine  at  its  first 
Women  of  Power  Summit. 
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featured  on  the  cover  of  Jet  magazine, 
under  the  headline:  “New  York’s  Lady 
Builder — The  First  Negro  Woman  to 
Build  Homes  in  New  York  State.” 

When  the  real  estate  market  fell 
victim  to  a cyclical  recession,  Pro- 
cope redoubled  her  efforts  to  increase 
her  insurance  business.  To  convince 
insurance  companies  to  insure  her 
customers,  she  hired  limousines  and 
ferried  insurance  executives  from 
Manhattan  to  Brooklyn  to  show  that 
property  in  Bedford  Stuyvesant  was 
valuable  and  insurable.  “They  didn’t 
know  that  Bedford-Stuyvesant  had 
substantial,  middle-class  homeowners, 
blacks  and  whites,  who  needed  and 
deserved  coverage,”  she  said.  “They 
were  shocked.” 

But  insurance  executives  changed 
their  minds  again  after  the  urban  riots 
of  the  mid-  and  late  1960s.  They  pulled 
out  of  the  urban  neighborhoods  en 
masse  and  began  “redlining”  minor- 
ity neighborhoods.  In  a single  day, 
E.G.  Bowman  Company  received  90 
cancellation  notices  for  property 
insurance.  Procope  realized  that 
banks  would  foreclose  on  thou- 
sands of  homeowners  unless  they 
could  secure  insurance.  She  person- 
ally took  this  issue  to  New  York 
Governor  Nelson  A.  Rock- 
efeller and  convinced 
him  to  support  legisla- 
tion to  make  hom- 
eowners insurance 
available  to  all  in 
the  state.  The  suc- 
cessful bill  created 
the  pioneering 
New  York  State 
FAIR  Plan, 
which  became 
a model  for 
similarplans 
nationwide. 


rors  the  changes  in  American  life  and 
the  insurance  industry  for  minorities 
over  the  past  56  years.  The  secret  of 
her  success  is  as  simple  as  it  is  hard  to 
duplicate:  “I  don’t  give  up,”  she  said. 

The  daughter  of  Caribbean  immi- 
grants, she  was  the  only  girl  in  her 
family,  and  having  to  stick  up  for 
herself  among  her  brothers  made  her 
tougher,  she  said.  Music  was  her  first 
love,  and  she  became  a piano  prodigy 
who  debuted  at  Carnegie  Hall  at  age 
13.  But  that  didn’t  guarantee  her  a liv- 
ing, so  she  went  into  business. 

In  the  1950s  and  ’60s,  Procope  sold 
insurance  but  focused  her  prodigious 
energies  on  real  estate  development, 
rehabilitating  and  selling  about  500 
brownstones  in  Brooklyn  from  1955 
through  1970.  In  March  1956,  she  was 


Turner  Broadcasting  System's  10th  annual  Trumpet  Award  honorees  il.-R):  Tire  Ret’.  Dr.  Johnnie  Colemon,  Carol  Moseley  Braun. 

Maxine  W aters.  Frnesta  Procope,  Dr.  Marx'  Edmonds  /representing  honoree  Dr.  Condoleezza  Rice/:  Dr.  Audrey  Forbes  Manley,  Dr.  Vivian  Pinn, 
Yvonne  Brathwaite  Burke  and  Sylvia  Flanagan.  Tire  Trumpet  Awards  salute  the  outstanding  achievements  of  African-American  men  and 
women  who  have  distinguished  themselves  in  the  fields  of  medicine,  education,  literature,  politics,  sports,  business  and  entertainment. 


League  and  Cornell  University.  She 
chaired  Adelphi  University’s  hoard. 

Procope  has  been  featured  in  many 
national  magazines  and  has  received 
dozens  of  awards,  including  Essence 
magazine’s  “2004  Power  Award,” 
Turner  Broadcasting  System’s  “2002 
Trumpet  Award,”  Business  Insurance's 
“Leading  100  Women  in  the  Insurance 
Industry,”  Ernst  & Young’s  “Entre- 
preneur of  the  Year,”  the  U.S.  Small 
Business  Administration’s  “Small  Busi- 
ness Person  of  the  Year”  and  the  Insti- 
tute for  Community  Development’s 
“Community  Leadership  Award.”  In 
1972  First  Lady  Patricia  Nixon  named 
her  “Woman  of  the  Year.”  She’s  been 
inducted  into  the  African  American 
Business  Hall  of  Fame  and  received 


the  Excellence  Award  from  the  New 
York  Chapter  of  the  Chartered  Prop- 
erty Casualty  Underwriter  Society  and 
Lifetime  Achievement  Award  from  the 
National  African  American  Insurance 
Association.  She's  an  advocate  for 
insurance  education  who  has  written 
on  the  topic  for  Risk  & Insurance  and 
Insurance  Journal. 

E.C.  Bowman  today  serves  Fortune 
500  companies  such  as  Kraft  and  Pfizer, 
major  non-profits,  small  businesses, 
government  agencies,  labor  unions, 
educational  institutions  and  families. 
Procope,  now  chairman  of  the  board, 
credits  her  capable  colleagues  for  the 
firm’s  success.  Harry  Ennevor,  the 
firm’s  president  and  CEO  since  2003, 
has  worked  at  her  side  since  1970. 


John  Procope  spearheaded  marketing 
at  the  firm  from  1982  until  his  death  in 
2005.  James  Tom,  vice  president  and 
controller,  has  been  with  the  firm  since 
1978.  The  firm’s  staff  reflects  the  diver- 
sity of  New  York  City  and  includes 
African-Americans,  Hispanics,  Asian- 
Americans  and  Caucasians,  HU 

Henry  Stimpson  is  a writer  front  Way- 
land,  Mass.,  who  has  written  for  Poets 
& Writers,  Yankee,  The  Philadelphia 
Inquirer,  Rolling  Stone  and  many  busi- 
ness magazines.  He  also  heads  the 
communications  firm  Stimpson  Com- 
munications, and  can  be  reached  at 
henry@stimpsoncommunications.com. 
This  article  first  appeared  in  American 
Agent  & Broker  magazine. 


WWW.MOAF.ORG 


Financial  History  - Winter  2010 


- S-V 


« * 


’ ' 


• * - - ^ ^ *i‘ 

* ' . . * - % -V  V V 


s. 


>> 


THE  GREAT  DEBATE 

Ha m i l ton , Jefferson 
and  the  Fight  over  Assumption 


By  Robert  Sloan 

In  the  early  days  of  our  republic  the 
economic  foundation  of  the  country 
was  in  disarray.  The  debt  of  the  federal 
government  was  vast,  as  was  that  of 
the  states,  each  of  which  had  its  own 
currency,  not  to  mention  debt  and 
tariff  laws.  Some  states  were  credit- 
worthy, some  were  not,  and  most  paid 
the  soldiers  who  had  helped  win  the 
Revolutionary  War  merely  in  IOUs. 

In  1790,  in  order  to  steady  the 
economy,  Treasury  Secretary  Alex- 
ander Hamilton  consolidated  these 
IOUs,  and  other  state  debt,  under  the 
federal  government.  The  move  was 
called  “assumption,”  and  Hamilton 
planned  to  pay  for  it  by  introduc- 
ing a debt  scheme  funded  by  new 
taxes  and  the  use  of  western  land 
as  collateral.  Before  Hamilton’s  plan 
was  enacted,  skillful  investors  and 
speculators  — some  very  close  to 
Hamilton  — began  purchasing  these 
depressed  instruments  from  soldiers 
and  other  debt  holders,  creating  the 
widespread  appearance  of  arbitrage. 
The  states’  debt  and  IOUs  were  trad- 
ing at  very  large  discounts  to  par,  some 
as  low  as  15  cents  on  the  dollar. 

A vast  fortune  might  be  made  if 
investors  could  locate  state  creditors 
and  purchase  their  claims  at  a dis- 
count. Senator  Robert  Morris,  con- 


Fhis  article  is  excerpted  from  Don't 
Blame  the  Shorts:  Why  Short  Sellers  Are 
Always  Blamed  For  Market  Crashes  and 
How  History  Is  Repeating  Itself,  by  Rob- 
ert Sloan,  2010.  Reproduced  with  permis- 
sion of  The  McGraw-Hill  Companies. 


sidered  by  some  to  be  the  wealthiest 
man  in  America,  sent  agents  scur- 
rying to  the  western  region  of  his 
home  state,  Pennsylvania,  to  buy  up 
cheap  paper  from  unsuspecting  citi- 
zens. Congressman  James  Wadsworth 
sent  two  ships  to  South  Carolina  for 
the  same  purpose.  The  result  was 
that  before  assumption  took  place,  or 
even  before  many  people  knew  about 
Hamilton's  plan,  a significant  number 
of  soldiers  and  other  holders  of  state 
debt  had  unloaded  it  at  a steep  dis- 
count to  New  York  speculators.  Better 
to  receive  some  money,  the  soldiers 
and  debt  holders  thought,  than  none 
at  all.  To  the  debt  holders,  the  specu- 
lators seemed  to  be  gambling  that  the 
federal  government  would  step  in  and 
assume  this  debt. 

Actually,  for  many  of  these  specula- 
tors it  wasn't  much  of  a gamble.  They 
knew  the  new  government  was  about 
to  approve  assumption,  and  the  specu- 
lators— which  included  political  lead- 
ers— took  advantage  of  their  inside 
knowledge  that  the  federal  govern- 
ment would  guarantee  the  repayment 
of  that  debt. 

I his  issue  over  assumption  set  the 
stage  for  a more  than  200-year  ideo- 
logical split  of  how  the  country’s 
financial  interests  should  be  run.  The 
battle  determined  how  southern  and, 
later,  western  interests  would  look 
upon  their  eastern  brethren. 

Assumption  created  a two-fold 
quandary:  should  speculators  profit 
from  the  arbitrage  opportunity  that 
the  government  presented  to  it?  Or 
should  the  original  soldiers  be  com- 
pensated for  their  losses?  Hamilton 


decided  that  for  the  greater  good, 
the  speculators  should  be  allowed  to 
profit.  The  establishment  of  the  good 
credit  standing  of  the  United  States 
was  more  important  than  the  vex- 
ing issue  of  who  should  profit.  The 
government  should  stand  behind  the 
transferability  of  bonds,  no  matter  if 
the  purchase  occurred  recently,  as  it 
had  with  some  speculators,  or  much 
earlier,  as  it  was  with  many  who  had 
faith  in  the  new  government  from  its 
earliest  days. 

Hamilton  believed  in  a strong  exec- 
utive branch.  He  understood  that  the 
creation  of  a single  unit  of  account 
upon  which  a national  currency  could 
be  established,  the  right  to  taxation 
and  the  right  to  issue  debt  would  not 
only  unify  the  country,  but  it  would 
also  give  the  federal  government  the 
centralized  power  it  needed  to  func- 
tion. But  that  meant  there  would  be  a 
very  hard  choice — as  the  philosopher 
Thomas  Hobbes  argued  — about  how 
to  assure  that  contracts  would  become 
the  underpinning  of  a society.  Contracts 
had  to  be  honored,  and  the  buyers  and 
sellers  had  to  accept  the  consequences 
of  their  actions.  The  protection  of 
property  rights  was  at  the  heart  of  any 
future  economic  structure. 

Even  when  reports  showed  that 
many  speculators  were  buying  up  cheap 
state  debt  that  would  become  valuable 
under  assumption,  Hamilton  held  his 
nose.  He  maintained  that  the  original 
holders  got  liquidity  when  they  wanted 
it,  and  that  was  compensation  enough, 
even  though  their  military  service  made 
them  more  patriotic  than  the  specula- 
tors. At  stake  now  was  a new  kind 
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of  patriotism:  Hamilton  thought  that 
speculators  should  be  rewarded  for 
showing  faith  in  the  financing  structure 
of  the  new  country. 

Hamilton  stole  the  moral  high 
ground  from  opponents  and  estab- 
lished the  legal  and  moral  basis  for 
securities  trading  in  America:  the 
notion  that  securities  are  freely  trans- 
ferable and  that  buyers  assume  all 
rights  to  profits  or  losses  in  transac- 
tions. The  knowledge  that  government 
could  not  interfere  retroactively  with  a 
financial  transaction  was  so  vital...  as 
to  outweigh  any  short-term  expedi- 
ency. To  establish  the  concept  of  the 
“security  of  transfer,”  Hamilton  was 
willing,  if  necessary,  to  reward  mer- 
cenary scoundrels  and 
penalize  patriotic  citi- 
zens. 

Hamilton  realized 
that  the  use  of  fed- 
eral money  to  solidify 
the  central  govern- 
ment’s ability  to  func- 
tion was  an  important 
issue  in  the  creation  of 
the  country.  He  “... 
knew  that  bondholders 
would  feel  a stake  in 
preserving  any  govern- 
ment that  owed  them 
money.  If  the  federal  government,  not 
the  states,  owed  the  money,  creditors 
would  shift  their  main  allegiance  to 
the  central  government.” 

On  the  issue  of  assumption,  Ham- 
ilton understood  that  if  Congress 
approved  his  plan,  it  would  give  the 
federal  government  and  not  the  states 
the  ability  to  centralize  taxation,  unify 
import  tariffs  and  create  credit  for  the 
new  republic.  But  these  centralized 
powers  also  alerted  the  opposition,  in 
this  case  the  landed  interests  near  the 
Potomac.  Those  northern  Virginian 
farmers  had  long  been  land  rich,  cash 
poor,  and  incessantly  in  debt  to  their 
British  creditors.  As  Jefferson  said, 
the  Virginia  planter  was  a “species  of 
property  annexed  to  certain  mercan- 
tile houses  in  London.” 


The  high  interest  charged  by  the 
British  banks  led  many — including 
Jefferson  — to  make  a stark  choice: 
purchase  slaves  to  service  the  debt 
by  producing  tobacco  and  other  cash 
crops,  or  sell  their  land.  Jefferson,  like 
many,  remained  in  steep  debt  to  the 
British  until  his  death  in  1826. 

The  issue  of  assumption  was  the  first 
step  in  centralizing  power,  which  many 
Americans,  especially  Jefferson,  feared. 
Jefferson  was  the  counterargument  to 
Hamilton’s  Federalist  bent.  Jefferson 
saw  the  aggregation  and  centralization 
of  the  government  as  something  that 
could  lead  to  monarchy  and  betray 
the  ideals  of  the  Revolution.  There 
were  great  paradoxes  when  it  came  to 


the  views  of  both  men.  Jefferson  was 
against  the  notion  of  federal  govern- 
ment, as  he  feared  the  expansion  of 
executive  power,  and  at  the  same  time 
was  pro  free  trade,  yet  anti-specula- 
tion. Hamilton  saw  the  benefits  of  the 
Bank  of  England  model  where  a good 
credit  standing  could  be  used  to  make 
a country  more  powerful.  Hamilton 
wanted  to  centralize  the  methods  for 
revenue  collection.  He  was  mercantil- 
ist in  trade,  but  was  very  pro  financial 
speculation.  These  polemic  views  set 
forth  how  we  would  feel  about  the 
concentration  of  financial  power  and 
how  financial  power  and  government 
power  would  become  intertwined  in 
fundamental  constitutional  issues  that 
would  define  the  limits  of  states’  rights 
and  expand  federal  authority. 


So  as  Hamilton  used  the  Bank 
of  England  as  a model  to  create  the 
First  Bank  of  the  United  States,  his 
enemies  did  not  trust  a British  system 
that  they  perceived  worked  with  the 
monarchy  at  the  expense  of  the  Eng- 
lish legislature.  Many  of  Hamilton’s 
enemies  also  owed  money  to  England, 
a foreign  power  that  had  significant 
influence  over  their  personal  lives.  As 
a result,  when  Hamilton  proposed 
that  speculators  keep  the  gains  from 
the  IOUs  and  state  debt,  which  they 
could  redeem  at  a healthy  profit  in 
the  new,  better  credit  of  the  republic, 
there  was  a natural  negative  reaction 
to  the  move.  So,  at  the  formation  of 
the  nation’s  credit  standing,  Ham- 
ilton made  sure  that 
contracts  were  honored 
and  that  the  resulting 
uproar  did  not  result 
in  a redistribution  of 
wealth  from  the  new 
owner  of  US  debt  back 
to  the  original  holder  of 
the  IOUs. 

Wecan  argue  whether 
the  financial  tools  that 
Hamilton  employed 
to  fund  assumption 
were  understood  in 
the  House  and  Senate, 
but  his  strategy  undeniably  had  two 
important  results:  it  split  the  financial 
and  political  capitals  of  the  country, 
and  — just  as  significantly  — it  split 
the  interests  of  the  country  into  banks 
versus  borrowers. 

A Capital  Compromise:  New  York 
Is  Money,  Washington  Politics 

As  far  as  dinner  parties  go,  one  hosted 
by  Thomas  Jefferson  on  June  20,  1 790 
in  New  York  may  have  been  the  most 
momentous  and  resonant  in  American 
history.  After  having  seen  his  assump- 
tion bill  rejected  a handful  of  times  in 
Congress,  Hamilton  realized  that  in 
order  to  pass  the  legislation,  he  would 
need  to  assuage  Southern  fears  that 
New  York  was  going  to  become  a pro- 
British  haven  where  politicians  and 


Hamilton  stole  the  moral  high  ground  from 
opponents  and  established  the  legal  and  moral  basis 
for  securities  trading  in  America:  the  notion  that 
securities  are  freely  transferable  and  that  buyers 
assume  all  rights  to  profits  or  losses  in  transactions. 
The  knowledge  that  government  could  not  interfere 
retroactively  with  a financial  transaction  was  so 
vital... as  to  outweigh  any  short-term  expediency. 

To  establish  the  concept  of  the  “security  of  transfer,” 
Hamilton  was  willing,  if  necessary,  to  reward 
mercenary  scoundrels  and  penalize  patriotic  citizens. 
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hankers  intermingled.  He  needed  to 
appeal  to  fretful  southerners,  particu- 
larly to  Jefferson.  Here  was  the  perfect 
opportunity.  Jefferson  invited  Hamil- 
ton and  James  Madison  over  to  discuss 
a compromise  of  sorts  that  would 
reward  land  holders  near  the  Poto- 
mac: let  New  York  be  the  commercial 
capital,  while  making  Philadelphia  the 
nation’s  temporary — and  Washington 
the  permanent — political  capital. 

In  a grand  compromise,  the  three 
men  decided  that  commerce  would 
be  centered  in  New  York,  but  laws 
would  be  passed  in  Philadelphia  (with 
a commitment  to  move  to  the  Poto- 
mac eventually).  Now  the  fear  of  hav- 
ing Anglophile  speculators  near  the 
seat  of  government — a 
threat  to  the  very 
nature  of  the  country’s 
independence  — could 
be  put  to  rest,  or  so  it 
seemed. 

Hamilton  held  out 
extraordinarily  high 
expectations  for  the 
men  he  believed  should 
steward  the  new  repub- 
lic’s economy  — men 
of  wealth,  but  altruis- 
tic enough  to  value  the 
nation's  financial  growth 
over  their  own.  All  too  often,  however, 
Hamilton’s  friends  fell  far  short  of  his 
expectations,  abusing  their  proximity 
to  him  in  order  to  leverage  their  own 
investments.  As  a result,  many  Hamil- 
tonians became  the  object  of  manhunts 
or  lynch  mobs,  and  eventually  found 
themselves  in  debtors’  prisons  (Assis- 
tant Treasury  Secretary  Williams  Duer 
lived  out  his  final  days  in  one).  Thus 
commenced  the  longstanding,  uneasy 
and  often  distrustful  symbiotic  rela- 
tionship between  Main  Street  and  Wall 
Street  that  exists  to  this  day. 

Hamilton  wasn't  content  merely 
with  having  his  bank  in  New  York. 
Relying  on  the  necessary  and  proper 
clause  in  the  Constitution,  he  envis- 
aged a bank  with  powers  that  could 
influence  and  centralize  the  govern- 


ment, even  if  the  founding  fathers  had 
not  expressly  consented  to  that  power. 
The  bank  was  capitalized  through  the 
sale  of  stock,  and  the  shares  soared. 
Cognizant  that  many  speculators  were 
more  than  game,  Hamilton  enabled 
investors  to  buy  a call  option.  With 
a $25  deposit,  investors  were  able  to 
buy  shares  at  par  and  pay  off  the  bal- 
ance over  an  18-month  period. 

In  1791,  while  visiting  Manhattan 
to  celebrate  the  capitalization  of  the 
new  bank,  Jefferson  observed  count- 
less examples  of  so-called  rabble  lug- 
ging bags  of  silver  and  gold  to  the  city 
to  buy  scrip.  There  was  such  fervor 
for  the  paper  that  bank  clerks  were 
run  over  when  the  subscription  began 


(“scrip”  and  “scrippomania”  were 
terms  for  “subscription”).  Their  value 
skyrocketed  and  only  plareaued  when 
banks  refused  to  extend  additional 
credit  to  some  of  the  most  aggressive 
speculators.  Thus  one  of  the  century’s 
most  exuberant  lexicon  entries  of  the 
period,  “scrippomania,”  was  coined. 

Two  things  about  the  country’s 
reaction  to  speculation  became  appar- 
ent from  this  period.  First,  it  became 
clear  that  borrowers  would  tolerate 
continued  speculation  as  long  as  they 
had  access  to  credit.  However,  once 
credit  tightened  or  disappeared  alto- 
gether, speculators  would  be  blamed. 
It  would  become  the  bane  of  the  farmer 
to  sell  his  products  in  unpredictable 
markets  controlled  by  bankers,  whose 
hands  had  never  worked  the  land. 


thereby  exacerbating  an  already  deep- 
seated  distrust  of  banks  and  paper  in 
all  its  forms.  As  John  Adams  said: 

The  stock-jobbers  will  become 
the  praetorian  head  of  the  gov- 
ernment, at  once  its  tool  and  its 
tyrant,  bribed  by  its  largesse  and 
overawing  it  by  clamours  and 
combinations. 

Siding  with  agrarian  ideal,  Jeffer- 
son, Adams  and  Madison  believed 
that  making  money  from  money  was 
useless.  “An  aristocracy  of  bank  paper 
is  as  bad  as  the  nobility  of  France 
or  England,”  Jefferson  said.  “Every 
bank  in  America  is  an  enormous  tax 
upon  the  people  for  the  profit  of  indi- 
viduals,” he  remarked, 
dismissing  bankers  as 
swindlers  and  thieves, 
and  the  banking  system 
itself  as  an  “infinity  of 
successive  felonious  lar- 
cenies.” 

Bur  to  Hamilton,  it 
wasn't  larceny  at  all.  By 
modeling  the  First  Bank 
of  the  United  States 
after  the  Bank  of  Eng- 
land and  joining  “pub- 
lic authority  and  faith 
with  private  credit,” 

1 lamilton's  central  bank  had  the  abil- 
ity to  unite  the  country.  The  new 
sovereign  nation  could  not  exist,  he 
believed,  unless  a government  could 
raise  money,  tax,  take  deposits  and  cre- 
ate credit.  However,  two  major  devel- 
opments did  not  help  dispel  the  notion 
of  an  urban  financial  elite.  Nor  did  it 
pacify  the  concerns  of  weary,  finger- 
wagging  agrarians. 

The  first  was  Hamilton’s  Report  on 
the  Mint  in  1792.  In  deciding  to  use  a 
ratio  of  gold  and  silver  as  the  medium 
for  coins  in  the  new  American  cur- 
rency, Hamilton  was  doing  what  he 
thought  was  best  at  the  time  — inflat- 
ing a deflated  economy  by  expanding 
the  money  supply.  He  then  attempted 

continued  on  page 


The  stock-jobbers  will  become  the 
praetorian  head  of  the  government, 
at  once  its  tool  and  its  tyrant,  bribed 
by  its  largesse  and  overawing  it  by 
clamours  and  combinations. 

— John  Adorns 
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By  Gregory  DL  Morris 

Much  of  the  criticism  during 
the  recession  of  2008-09  was  lev- 
eled at  what  became  derisively  called 
“financial  engineering,”  and  also 
against  investments  so  complex  as  to 
be  opaque.  The  recession  ended  in 
November,  at  least  officially,  although 
16  million  unemployed  and  underem- 
ployed workers  beg  to  differ.  Whether 
2010  marks  the  beginning  of  a recov- 
ery or  a double  dip  for  the  recession 
remains  to  be  seen. 

But  it  is  certain  that  this  year  is 
the  25th  anniversary  of  the  founding 
of  the  Options  Institute,  a non-profit 
research  affiliate  of  the  Chicago  Board 
Options  Exchange  (CBOE).  That 
institution  was  founded  in  1973  and  is 

Above:  Traders  in  the  10-year  options  pit 
signal  orders  at  the  Chicago  Board  of  Trade. 


perhaps  the  best  example  of  financial 
engineering  that  worked:  from  a need 
in  the  marketplace,  hard-nosed  practi- 
tioners and  pure  academics  made  com- 
mon cause  to  create  whole  new  invest- 
ments and  venues  to  move  them.  This 
year  will  also  see  a new  book  from 
Yuval  Millo  of  the  London  School  of 
Economics  that  details  the  academic, 
financial  and  political  struggles  to 
create  the  open  and  effective  options 
market  that  exists  today. 

“It  is  a myth  that  derivatives  were 
a new-fangled  invention  that  failed 
to  perform,”  says  Robert  C.  Merton, 
professor  at  the  Harvard  Business 
School.  Through  the  recession  so  far, 
Merton  adds,  “we  have  not  heard  a 
peep  about  equity  markets  or  interest 
rates  and  so  forth.  The  exchanges  have 
performed  flawlessly.  Now  there  were 
lousy  products  designed,  and  there 
were  some  charlatans,  and  of  course 


plenty  of  fools.  But  the  notion  that  the 
models  were  flawed  is  just  false.” 

Merton  coined  the  name  Black- 
Scholes  model,  referring  to  the  work  of 
Harvard  mathematician  Fischer  Black 
and  Myron  Scholes;  today  the  model 
is  most  often  called  the  Black-Scholes- 
Merton  model,  or  BSM  in  recognition 
of  the  continuing  work  by  Scholes 
and  Merton  in  the  field  of  options 
valuation.  Scholes  and  Merton  were 
awarded  the  Nobel  Prize  in  economics 
in  1997;  Black  died  two  years  earlier 
and  the  prize  is  not  awarded  posthu- 
mously, but  the  committee  cited  his 
essential  role  in  the  research. 

Merton  suggests  that  a little  rec- 
iprocity, with  bank  and  brokerage 
executives  understanding  more  about 
the  models  they  use,  would  do  won- 
ders for  the  market.  “The  senior  man- 
agers and  boards  and  overseers  don’t 
understand  the  risks  in  the  market  and 
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how  they  change,”  says  Merton.  “In 
the  modern  world,  if  you  want  to  run 
a big  financial  institution,  you  have  to 
understand  the  models.  Now  I don't 
mean  they  have  to  be  mathemati- 
cians, they  don’t  have  to  understand 
the  mechanism.  But  they  do  have  to 
understand  the  functions  and  limits  of 
the  model.  They  have  to  understand 
how  risk  propagates  at  a level  at  which 
they  can  question  what  is  going  on." 

To  illustrate,  Merton  asserts  that 
the  bailout  of  Bear  Stearns  was  not 
because  of  their  hedging  program  or 
any  of  the  exotic  activities,  “it  was 
because  of  their  third-party  repo  busi- 
ness, which  is  as  vanilla  as  there  is. 
Don't  forget  that  models  are  abstrac- 
tions from  complex  reality,’  says 
Merton.  “People  are  responsible  for 


the  tools  they  select  and  how  they 
use  them.  They  have  to  judge  the 
application  in  practice.  AIG  got  into 
trouble  because  they  were  using  old- 
fashioned  models.  Tools  have  to  be  fit 
for  purpose.  For  that  the  user  has  to 
know  what  they  were  built  to  do.  It  is 
convenient  to  blame  the  model  when 
something  goes  wrong,  but  it  has  to  be 
evaluated  in  context  with  the  users.” 

The  intention  behind  what  became 
the  BSM  model  was  relatively  straight- 
forward: to  establish  that  options 
trading  was  not  gambling  but  was  a 
legitimate  financial  market.  Of  course 
options  had  been  in  common  use  in 
one  form  or  another  for  centuries,  but 
after  the  Crash  of  1929  a combination 
of  regulatory  restrictions  in  1934  and 
professional  reluctance  on  the  part  of 
financial  institutions  relegated  options 
to  small,  private  transactions. 

Academic  interest  in  options  goes 
back  to  Louis  Jean-Baptiste  Alphonse 
Bachelier  (1870-1946).  His  thesis  was 
published  as  The  Theory  of  Speculation 
in  1900.  Post-crash  rehabilitation  of 


options  got  underway  in  earnest  when 
Black  graduated  from  Harvard  with  a 
physics  degree  in  1959  and  he  turned 
his  attention  to  asset  pricing  models. 
Paul  Samuelson  struck  the  next  blow  in 
1965  when  he  published  “The  Ratio- 
nal Theory  of  Warrant  Pricing.”  He 
won  the  Nobel  Prize  in  1970. 

About  that  same  time,  Peter  Bern- 
stein's firm  on  Wall  Street  began  using 
options  as  he  relates  in  his  landmark 
1992  book  Capital  Ideas  (Free  Press). 
"In  those  days,  nobody  thought  much 
about  how  to  value  options  in  any 
systematic  manner,”  Bernstein  writes. 
“Rules  of  thumb  sufficed."  He  died  in 
June  2009. 

To  that  point  several  others  had 
published  in  the  field,  including  Case 
Sprenkle,  James  Tobin,  A.  James  Bon- 
ess  and  Herbert  Ayers.  Scholes  was 
by  then  on  the  faculty  of  the  Mas- 
sachusetts Institute  of  Technology, 
where  he  was  eventually  joined  by- 
Black,  who  had  served  a stint  with 
accounting  firm  Arthur  D.  Little.  1 he 
two  began  working  together  in  1968, 
pulling  together  the  threads  of  a wide 
range  of  work  in  the  field,  from  both 
academia  and  from  practitioners.  Paul 
Samuelson  was  also  on  the  faculty, 
and  had  as  his  research  assistant  one 
Bob  Merton;  he  joined  the  stall  in  his 
own  right  in  1969  and  was  invited  by 
Scholes  and  Black  to  collaborate  on 
their  project  the  next  year. 

By  October  1970  Black  and  Scholes 
were  shopping  around  a working 
paper  called  “A  Theoretical  Valuation 
Formula  for  Options,  Warrants,  and 
Other  Securities.”  With  a little  help 
from  more  well-known  economists, 
their  revised  paper  “Capital  Market 
Fquilibrium  and  the  Pricing  of  Cor- 
porate Liabilities”  was  accepted  by 
the  Journal  of  Political  Economy  in 
early  1971;  it  was  finally  published  in 
May- ) une  1973  under  the  title  “The 
Pricing  of  Options  and  Corporate 
Liabilities.”  Merton’s  paper,  “The 
Theory  of  Rational  Option  Pricing,” 
was  published  almost  simultaneously 
in  the  Bell  Journal. 


Meanwhile,  the  same  fervor  was 
manifest  in  the  business  world  with  the 
opening  in  April  1973  of  the  Chicago 
Board  Options  Exchange  (CBOE).  As 
noted,  many  firms  traded  options,  but 
only  over  the  counter.  The  practice 
still  had  the  whiff  of  speculation. 
William  J.  Brodsky,  now  chairman 
and  CEO  of  the  CBOE,  finished  law 
school  at  Syracuse  and  started  on  Wall 
Street  in  compliance  for  a firm  called 
Model  &;  Roland.  "We  were  one  of 
the  first  firms  to  understand  the  poten- 
tial of  options  for  hedging,  not  just 
for  speculating,”  says  Brodsky.  “One 
of  the  other  few  was  Goldman  Sachs. 
Thev  put  a fellow  by  the  name  of  Bob 
Rubin  in  charge  of  the  options  desk. 
Bur  for  the  most  part  there  seemed  to 
he  a bias  against  options  at  the  New 
York  Stock  Exchange  and  at  the  Wall 
Street  firms  — they  seemed  to  feel  that 
they  traded  the  real  thing." 

An  options  exchange  had  to  happen 
in  Chicago,  says  Brodsky,  because  that 
is  where  there  was  a practical  — not 
speculative — need.  “People  were  look- 
ing to  diversify  out  of  the  commodities 
they  were  trading,”  he  says.  “It  took 
us  five  years  to  develop  the  conceptual, 
regulatory  and  financial  framework. 
The  Securities  N Exchange  Commis- 
sion was  inherently  opposed.  And  then 
we  were  laughed  out  of  New  York.  It 
was  very  difficult." 

The  parallel  developments  of  market 
and  theory  bear  striking  coincidences. 
In  1968,  the  same  year  that  Black  and 
Scholes  began  collaborating  at  MIT, 
the  Chicago  Board  of  Trade  (CBOT) 
began  working  in  earnest  on  new  mar- 
kets and  new  instruments.  It  has  been 
a particularly  bad  year  among  a string 
of  them  for  agricultural  commodities, 
and  the  boys  were  sitting  on  the  steps 
of  the  grain  pits  reading  newspapers, 
according  to  the  CBOE. 

To  be  sure  there  was  resistance 
from  some  on  the  board  of  directors 
of  the  CBOT  to  the  time  and  expense 
of  developing  an  options  exchange.  By 
a slim  margin,  a study  was  commis- 
sioned by  consultancy  Robert  Nathan 
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Associates  in  Washington.  Nathan,  in 
turn,  retained  some  of  the  top  econo- 
mists in  academia:  Burton  G.  Malkiel 
and  Richard  E.  Quant,  who  had  pub- 
lished “Strategies  and  Rational  Deci- 
sions in  the  Securities  Options  Market” 
in  1969  (along  with  Burton  Gordon), 
as  well  as  William  Baumol  and  Paul 
Cootner  (1930-1978)  at  MIT.  The 
Nathan  report  was  released  in  Novem- 
ber 1969;  meanwhile,  back  at  MIT, 
Merton  had  just  been  invited  to  join 
Black  and  Scholes  in  their  research. 

Others  supported  the  efforts  as 
well,  including  Herbert  Filer,  of  Filer 
Schmidt  &c  Co.,  one  of  the  biggest 
option  book  runners  in  the  1950s  and 
’60s.  Filer  had  lobbied  Congress  not 
to  ban  options  outright,  and  had  car- 
ried the  torch  since  then.  In  1959,  he 
published  Understanding  Put  and  Call 
Options  (Crown). 

Bringing  all  the  pieces  together,  the 
effort  at  CBOT  was  led  by  Joseph  W. 
Sullivan,  director  of  the  board’s  plan- 
ning and  market  development  depart- 
ment, and  by  Milton  H.  Cohen  of  the 
Chicago  law  firm  of  Schiff,  Hardin, 
Waite,  Dorshel  & Britton.  The  last 
piece  of  the  puzzle  fell  into  place  when 
Cohen  took  the  risk  of  requesting  a 
private  meeting  with  William  Casey, 
chairman  of  the  SEC. 

By  October  1971,  the  SEC  autho- 
rized the  CBOT  to  develop  a pilot 
project.  Ironically,  grain  markets  had 
recovered,  and  the  opposing  faction  at 
the  CBOT  wanted  to  pull  the  plug  on 
the  new  venture  and  stick  to  hard  com- 
modities. But  with  more  than  a million 
dollars  already  committed  to  research 
and  development,  there  was  no  turning 
back.  From  there  it  was  a sprint  to  the 
spring  of  ’73  in  which  the  CBOE  opened 
for  business,  and  Black,  Scholes  and 
Merton  published  the  ground-breaking 
models  that  put  a sound  basis  under  the 
fledgling  market.  Other,  more  prosaic 
innovations  that  helped  the  CBOE  take 
hold  were  standard  contracts,  and  daily 
mark-to-market  settlement.  At  the  time 
Wall  Street  was  still  using  certificates 
and  five-day  settlement. 


The  success  of  the  CBOE  is 
unequivocal.  Trading  volume  during 
October  2009  averaged  4.6  million 
contracts  per  day,  a decline  of  21 
percent  from  October  2008  when 
average  daily  volume  (ADV)  was  5.8 
million  contracts.  Trading  volume  in 
October  2009  totaled  101.8  million 
contracts  versus  the  record  134.2  mil- 
lion contracts  traded  in  October  2008. 
When  compared  to  September  2009, 
October  total  volume  rose  three  per- 


Robert  Merton,  Nobel  laureate  and  professor 
at  the  Harvard  Business  School. 


cent,  while  ADV  was  off  two  percent. 
Year  to  date,  CBOE  ADV  is  down  six 
percent  to  4.6  million  contracts  com- 
pared to  4.9  million  contracts  ADV 
during  the  first  10  months  of  2008. 
Year-to-date  2009  trading  volume 
totaled  958.7  million  contracts,  seven 
percent  behind  the  record  1.034  bil- 
lion contracts  traded  during  the  same 
period  in  2008. 

While  the  Nathan  report  called 
upon  academia  to  advance  CBOT’s 
case  with  the  SEC,  Bill  Brodsky 
acknowledges  that  “the  CBOE  was 
launched  without  any  concern  for 


the  models  being  developed.  No  one 
knew  about  valuation  calculations,” 
he  says,  “we  just  traded.  But  once 
Black-Scholes  was  out,  there  was  a 
very  quick  convergence.” 

Mark  Rubinstein,  professor  of 
applied  investment  analytics  at  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley,  was  a 
market  maker  on  the  Pacific  Exchange 
in  San  Francisco  in  1975.  “I  saw  how 
exchanges  adapted  to  options.  At  first 
traders  thought  they  would  be  taken 
advantage  of.  So  they  flowed  to  Black- 
Scholes  to  protect  themselves.  As  time 
went  on  they  became  more  confident. 
I watched  worry  turn  to  confidence  in 
a matter  of  months.” 

Rubinstein  published  A History  of 
the  Theory  of  Investments  in  2006. 
He  and  others  also  note  that  BSM 
today  is  essentially  a methodology,  or 
benchmark,  with  many  modifications 
to  address  volatility  and  other  vari- 
ables that  have  been  better  quantified 
in  the  past  four  decades. 

Merton  adds,  “By  1975  the  traders 
on  the  floor  were  using  Black-Scholes 
for  pricing  and  hedging.  One  of  the 
early  versions  of  the  hand-held  cal- 
culator was  sold  with  the  model  pre- 
programmed.” He  also  notes  that  the 
early  ’70s  saw  the  end  of  the  Bretton 
Woods  agreement,  the  devaluation 
of  the  dollar,  the  oil  shocks  and  rag- 
ing inflation.  In  1973  the  Dow  Jones 
Industrial  Average  reached  1050;  by 
the  end  of  1974  it  had  plummeted  45 
percent  to  580. 

The  CBOE  quickly  proved  its 
worth.  “I  was  the  first  to  collect  data 
on  the  CBOE  when  it  started  trading,” 
says  Dan  Galai,  dean  of  the  business 
school  at  Hebrew  University  in  Jeru- 
salem. “My  dissertation  was  the  first 
to  test  the  effectiveness  of  the  CBOE 
especially  vis-a-vis  the  Black-Scholes 
model.  Initially  the  data  deviated  from 
what  the  model  predicted,  but  the 
convergence  was  pretty  fast,  especially 
after  1974  when  Fischer  Black  began 
to  sell  a service  to  calculate  the  volatil- 
ity, based  in  part  on  my  work.”  The 
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calculation  is  known,  without  irony, 
as  the  Galai  Option  Index  (GOI). 

Galai  and  colleague  Menachem 
Brenner  continued  to  work  on  volatil- 
ity. “We  created  a synthetic  option,  an 
interpolated  option,  and  implied  the 
volatility  from  that,"  says  Galai.  “We 
proposed  trading  a volatility  index  to 
the  American  Stock  Exchange  in  early 

1986.  We  reworked  the  proposal,  and 
presented  it  to  the  CBOE  in  August 

1987.  They  were  interested,  but  just 
two  months  later,  boom,  the  market 
crashed  and  they  could  not  proceed 
with  anything.”  Of  course,  volatility 
is  traded  today.  The  VIX  has  even 
made  its  way  to  general  news  broad- 
casts along  with  the  price  of  oil  and 
the  levels  of  the  Dow,  SNP  500  and 
Russell  Index. 


Brenner,  now  research  professor  in 
finance  at  the  Stern  School  of  Busi- 
ness at  New  York  University,  was  a 
floor  trader  on  the  New  York  Futures 
Exchange  in  his  early  career.  “Danny 
and  1 were  running  an  annual  col- 
loquium and  most  of  the  people  in 
the  Held  would  come.  We  were  asking 
questions  like  what  should  the  volatil- 
ity of  volatility  be?”  Those  questions 
ceased  to  be  academic  in  the  Crash  of 
1987.  “We  had  a working  paper  out 
m '86,  but  if  volatility  is  usually  15 
to  20  percent,  and  it  suddenly  goes 
to  80,  90,  100  percent,  how  do  you 
protect  yourself?” 

Brenner  notes  that  in  contrast  to  the 
chaos  of  1987,  “in  the  declines  of 
2008-09  there  was  no  disorderly  mar- 
ket. The  market  makers  did  a much 


better  job  at  all  of  the  exchanges, 
stocks,  CBOE,  the  Merc,  NYMEX.” 
He  and  a colleague  published  an  article 
in  The  New  York  Times  after  the 
Crash  of  '87  saying  that  the  challenge 
now-  is  to  have  the  rest  of  the  infra- 
structure of  the  market — regulators 
and  company  executives  — be  able  to 
keep  up  with  market  innovations.  “It’s 
like  having  a fast  train  and  not  upgrad- 
ing the  rails,”  says  Brenner.  Ea 

Gregory  DL  Morris  is  an  independent 
business  journalist  based  in  New  York. 
He  is  principal  and  editorial  director 
of  Enterprise  6'  Industry  Historical 
Research , and  is  an  active  member  of 
the  Museum's  editorial  board.  He  can 
be  contacted  at  gdlm@enterpriseand- 
industrv.com. 
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American  Management 

Association,  2010 

535  pages  with  notes  and  index 

$29.95 

Reviewed  by  Gregory  DL  Morris 

If  there  could  be  such  a thing  as 
bedside  reading  business  history,  this 
would  be  it.  At  least  in  structure,  if  not 
entirely  in  subject  matter.  The  book  is 
divided  into  14  chapters,  but  each  of 
them  is  really  a collection  of  short 
two-  or  three-page  articles  address- 
ing one  person,  company  or  aspect  of 


business  history.  The  entrepreneurial 
spirit  burns  bright  through  each  of 
these  segments,  which  is  not  surprising 
because  the  book  was  released  by  the 
American  Management  Association 
rather  than  a mainstream  publishing 
house. 

Often  that  fealty  takes  on  a parti- 
san, even  libertarian  hue:  “The  Great 
Depression  not  only  winnowed  the 
number  of  businesses,  but  President 
Franklin  D.  Roosevelt’s  New  Deal 
placed  onerous  burdens  on  the  sur- 
vivors.” Another  clue  that  the  book 
has  certain  interests  at  heart  is  that 
it  starts  with  a list  of  trademarked 
terms.  But  there  is  some  drollery  even 
in  that:  where  else  would  TWA  and 
Twitter  appear  next  to  each  other? 

Not  only  is  this  book  built  for 
browsing,  it  almost  cannot  be  read 
any  other  way.  The  introduction  tacks 
the  banner  of  entrepreneurial  spirit  to 
the  invention  of  Heelys,  those  goofy 
sneakers  with  wheels  in  the  heels. 
After  the  Heely  intro,  the  first  chapter 
starts  in  on  Adam  Smith,  then  ranges 
over  the  minefield  of  “the  spiritual 
side  of  capitalism.”  The  testimonials 
and  tautologies  soar:  “If  anything  the 
traditional  juxtaposition  of  the  ‘glass 
half  full’  and  the  ‘glass  half  empty’ 
does  not  apply  to  entrepreneurs  at  all, 
because  to  them,  the  half-full  glass  is 
already  full!” 

But  despite  the  proselytizing,  there 
are  gems  scattered  throughout.  The 
authors  note  that  in  early  colonial 
Carolina,  rice  was  just  as  profitable 


as  was  tobacco.  The  decision  by  most 
planters  to  opt  for  tobacco  was  not 
so  much  economic  as  climatic:  the 
living  conditions  inland  on  the  planta- 
tions were  more  tolerable  than  in  the 
coastal  paddies.  The  planters  endured 
three  decades  of  low  tobacco  prices 
before  demand  rose  sharply,  and  it  has 
hardly  dipped  since  then. 

Sometimes  the  allocation  of  space 
puzzles.  Dozens  of  pages  in  the  early 
part  of  the  book  are  spent  on  theoriz- 
ing, but  only  a scant  half  page  is  used 
to  cover  Malcolm  McLean.  He  was 
not  only  innovative  and  dogged  in 
the  face  of  overwhelming  opposition, 
but  his  invention,  the  intermodal  box 
container,  literally  changed  the  world 
to  the  point  where  the  global  ship- 
ping costs  per  item  on  most  consumer 
goods  is  essentially  zero. 

And  so  it  goes.  Wide-raging  nug- 
gets of  fascinating  business  history 
and  truly  inspiring  stories  of  success 
through  innovation  and  determina- 
tion, mixed  with  red-white-and-blue 
sentiment.  The  essential,  even  exis- 
tential role  of  the  entrepreneur  in 
American  history  cannot  be  denied. 
But  the  irony  of  this  book  is  that 
making  a fetish  of  the  entrepreneurial 
spirit,  endowing  the  company  or 
invention  with  inherent  worth  just 
because  the  founder  or  inventor  dedi- 
cated a life  to  it  makes  no  more  sense 
than  does  the  socialist  tenet  that  the 
worker  endows  the  product  with 
value  by  his  labors.  As  always,  the 
market  will  decide.  HD 
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Reviewed  by  Gregory  DI.  Morris 

Readers  will  be  shocked,  shocked!,  to 
learn  that  there  is  delusion  on  Wall 
Street.  They  will  be  further  distressed 
to  learn,  on  the  very  first  page  of  the 
introduction,  that  no  less  an  Olym- 
pian than  Alan  Greenspan  himself 
had  been  fooled.  In  1999  Greenspan, 
then  chairman  of  the  Federal  Reserve, 
testified  before  Congress  that  options, 
futures,  swaps  and  more  exotic  deriv- 
atives “enhance  the  ability  to  differ- 
entiate risk  and  allocate  it  to  those 


investors  most  able  and  willing  to  take 
it.”  Nine  years  later,  in  October  2008 
Greenspan,  now  retired,  concluded, 
"the  whole  intellectual  edifice  col- 
lapsed in  the  summer  of  last  year.” 
If  the  Grand  High  Vizier  could  be 
fooled,  then  what  chance  did  the  rest 
of  us  have? 

And  so  begins  Justin  Fox’s  post- 
mortem on  the  rational  market.  This 
tidy  and  well-written  book  weaves 
together  two  narratives.  One  is  an 
ample  and  able  history  of  economic 
theory,  from  the  Industrial  Revolu- 
tion through  today.  The  other  is  a 
socio-political  discourse  on  economic 
history.  Having  staked  out  his  posi- 
tion in  the  title.  Fox  sticks  to  his  line 
throughout,  damning  the  rational- 
market  believers  with  faint  praise, 
and  praising  the  doubters  with  faint 
damns.  Fie  turns  a phrase  well,  and 
the  narrative  moves  along  briskly. 

Fox  is  particularly  adept  at  adding 
details  that  help  these  dusty  econo- 
mists come  back  to  life.  Too  often 
writers  of  business  history  treat  their 
subjects  as  marble  figures  whose  gold- 
graven  names  will  immediately  con- 
jure apt  images  in  readers'  minds.  Fox 
reminds  us  that  these  were  real  people, 
some  cheerful  and  some  sour,  some 
diligent  and  some  dilettante. 

For  example  Fox  describes  Thor- 
stein  Veblen  as  “a  crotchety  philan- 
derer with  a habit  of  getting  himself 
fired,  meaning  that  he  wasn’t  cut 
out  to  be  the  operational  leader  of 
an  intellectual  movement.  His  star 
student,  Wesley  Mitchell,  was.”  Fox 
is  also  at  ease  bringing  in  the  leading 
thinkers  and  theorists  of  other  fields, 


including  physics,  military  science  and 
the  fledgling  field  of  computers. 

Fox's  angle  of  attack  is  along  the 
lines  of  the  adage  that  to  a man 
with  a hammer,  every  problem  is  a 
nail.  In  the  1930s,  statisticians  and 
mathematicians  came  to  the  economic 
mainstream.  From  there  the  mod- 
ern quantitative  approach  began  to 
take  shape.  The  central  debate  ranged 
around  whether  market  movements 
wrere  truly  random,  or  merely  as  yet 
unpredictable.  Through  the  ‘50s  and 
‘60s,  theory  and  empirical  data  came 
to  govern  policy  and  practice.  Ulti- 
mately, Fox  reports,  the  idea  that  the 
market  is  hard  to  out-smart  grows 
into  the  conviction  that  it  is  perfect. 

For  an  otherwise  soundly  reasoned 
book,  one  oversight  snags  the  con- 
science. Fox  reiterates  without  ques- 
tion Milton  Friedman's  assertion  that 
“people  who  destabilize  the  market 
lose  their  shirt,  and  so  they  are  not 
going  to  be  around  for  long.”  But  as 
was  clear  in  the  recent  recession,  the 
worst  offenders  lost  other  people’s 
money  while  they  themselves  were 
richly  rewarded.  Perhaps  the  next  book 
will  be  The  Myth  of  Accountability. 

Having  built  the  perfect  beast.  Fox 
then  dismantles  it,  starting  with  the 
reality  that  some  investors  do  consis- 
tently beat  the  market,  through  the 
Crash  of  1987  and  ultimately  to  the 
current  recession.  The  lack  of  any 
illustration  or  graphic  to  break  up  the 
grey  pages  becomes  a bit  wearying  on 
the  eye.  But  Fox’s  voice  stays  light.  He 
is  clearly  interested  in  his  subject,  so 
the  reader  is  as  well,  na 
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What  I buy  today  must  be  delivered 
now.  Stock  bought  in  London  will  not 
do.”  Taylor  then  informed  his  friend, 
in  strict  confidence,  about  the  covert 
struggle  for  control.  Privy  to  extremely 
sensitive  information  and  sworn  to 
secrecy,  Baruch  decided  to  avoid  trading 
in  NP  and  chose  an  alternative  strategy. 
Anticipating  a corner,  he  sensed  that 
the  rest  of  the  market  might  collapse 
as  shares  of  other  companies  would 
have  to  be  sold  to  raise  money  to  sup- 
port losing  short  positions.  He  shorted 
various  leading  issues  from  the  general 
list  and  referring  to  Wednesday,  May 
8,  indicates  that  “when  stocks  were 
dumped  I bought...  My  net  profit  that 
day  was  more  than  I made  on  any  other 
one  day  before  or  after.” 

The  two  sides  of  this  financial  tug 
of  war  eventually  made  peace,  and  in 
November  of  1901  the  Northern  Secu- 
rities Company  was  formed  to  hold 
the  Northern  Pacific,  Great  Northern 
and  CBQ  railroads.  Its  board  of  direc- 
tors included  three  JP  Morgan  part- 
ners along  with  James  J.  Hill,  Edward 
H.  Harriman,  Jacob  Schiff  and  John 
D.  Rockefeller’s  brother,  William. 
However,  previously  on  September  6, 
President  William  McKinley,  who  had 
a friendly  bias  toward  Morgan’s  eco- 


nomic interests,  was  shot  by  an  anar- 
chist at  the  Pan-American  Exposition 
in  Buffalo,  New  York.  He  died  eight 
days  later  and  Theodore  Roosevelt, 
whose  viewpoint  toward  trusts  and 
large  business  combinations  was  more 
skeptical,  became  President.  In  Febru- 
ary 1902,  Northern  Securities  was 
sued  by  the  Roosevelt  Administration 
under  the  Sherman  Antitrust  Act  of 
1890.  It  was  dissolved  in  1904  by 
order  of  the  Supreme  Court. 

In  1970,  the  Great  Northern, 
Northern  Pacific,  CBQ  and  the  Spo- 
kane, Portland,  and  Seattle  Railway 
merged  to  form  the  Burlington  North- 
ern Railroad.  The  merger  was  allowed 
in  spite  of  a challenge  by  the  highest 
court,  essentially  reversing  the  1904 
ruling.  On  December  31,  1996,  Bur- 
lington Northern  merged  with  the 
Atchison,  Topeka,  and  Santa  Fe  Rail- 
way to  form  the  BNSF. 

In  his  2008  Annual  Letter  to  share- 
holders, Warren  Buffett  reported  that 
Berkshire  Hathaway  Inc.  owned  at 
least  20  percent  of  the  Burlington 
Northern  Santa  Fe  Corporation.  On 
November  3,  2009,  he  announced  that 
in  a $44  billion  transaction  Berkshire 
would  acquire  the  entire  railroad.  In 
his  statement  to  the  press,  Buffett 


The  Panic  of  1826 
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lems  that  led  to  the  crisis  originated 
outside  the  traditional  banking  sec- 
tor— as  in  the  Panic  of  1907  and,  to 
some  extent,  in  the  Panic  of  2008. 

Although  the  legacy  of  the  new  legal 
measures  in  protecting  investors  is 
somewhat  mixed  — many  of  the  new 
statutes  were  subsequently  watered 
down,  or  repealed  — they  represented 
a significant  innovation  in  the  law,  and 
one  of  the  first  meaningful  attempts  in 
a common-law  jurisdiction  to  codify 


the  rights  of  investors.  The  financial 
regulations  and  investor  protections 
we  have  in  place  today  can  be  thought 
of  as  an  accumulation  of  measures 
enacted  or  amended  in  response  to 
historical  financial  crises;  the  current 
crisis  will  almost  certainly  produce  a 
new  round  of  legal  changes.  G3 

Eric  Hilt  is  Associate  Professor  of 
Economics  at  Wellesley  College  and 
Research  Associate  at  the  National 


explained  that  he  viewed  the  purchase 
as  an  investment  in  the  economic 
future  of  the  United  States.  113 

Peter  Low  is  Chairman  of  the  Gris- 
wold Company,  Inc.  He  was  previ- 
ously an  independent  Member  of  the 
New  York  Stock  Exchange  for  more 
than  40  years. 
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Bureau  of  Economic  Research.  His 
work  focuses  on  the  history  of  Ameri- 
can business  organizations  and  their 
governance,  and  on  the  role  of  legal 
institutions  in  shaping  economic  and 
financial  development. 

Note 

1.  This  firm  was  chartered  in  1812  as 
“The  President,  Directors  and  Com- 
pany of  the  City  Bank  of  New  York.” 
In  1865,  it  converted  to  The  National 
City  Bank  of  New  York. 
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to  ser  a federal  standard  by  fixing  the  value  of  the  dollar 
in  each  stare — tying  its  value  to  the  number  of  grams  of 
silver  and  gold  in  each  coin. 

Hamilton’s  position  of  “bimetallism”  was  met  with 
suspicion  by  Adams,  Jefferson  and  Madison,  who  believed 
that  the  ratio  of  silver  to  gold  in  each  dollar  would  tend 
to  shrink  such  that  the  money  supply  would  always  favor 
the  lender.  It  was,  to  them,  a very  insidious  secret  hand- 
shake intended  to  benefit  eastern  financial  interests. 

The  second  factor  reinforcing  to  many  the  presence  of 
an  urban  financial  elite  was  Hamilton's  insistence  that 
the  country  allow  the  creation  of  limited  liability  corpo- 
rations. Jefferson  also  saw  this  concept  as  a mechanism 
for  private  gains.  He  hated  rhe  idea  that  a corporate 
entire-  could  be  used  for  rhe  aggregation  of  financial 
power.  He  favored  private  partnerships  that  had  unlim- 
ited liability.  He  wanted  litigation  exposure  for  compa- 
nies whose  sole  design  was  to  make  money.  The  threat 
of  losing  everything  was  a governor  to  greed. 

By  the  end  of  the  18th  century,  two  very  different 
viewpoints  on  speculation  had  been  demarcated,  and  a 
battle  waged  between  a class  that  lived  off  its  land  and 
a risk-taking  class  intoxicated  by  the  paper  wealth  of  a 
concentrated  banking  system.  This  latter  group  — cham- 
pioned by  Hamilton  — was  so  at  odds  with  rhe  coun- 
try’s agrarian  ideals  that  it  reinforced  Jefferson’s  fear 
that  New  York  was  inhabited  by  nothing  more  than  a 
bunch  of  English-sympathizing  stock  jobbers  who 
dressed  like,  spoke  like,  and  wished  to  be  the  English  he 
so  detested.  Put  another  way,  the  notion  that  it  was  un- 
American  to  play  in  the  financial  game  is  nearly  as  old 
as  the  country  itself.  The  battle  among  rhe  founding 
fathers  foreshadowed  how  economic  blame  would  be 
distributed  for  the  next  230  years,  an 

Robert  Shun  is  the  managing  partner  of  S i Partners , 
LLC,  a New  York  and  London-based  non-proprietary 
prune  broker  for  top  hedge  funds  globally , which  be 
founded  in  200.i.  He  is  the  author  of  the  book.  Don’t 
Blame  the  Shorts:  Why  Short  Sellers  are  Always  Blamed 
for  Market  Crashes  and  I low  History  is  Repeating  Itself 
( McGraw-H ill/Fall  2009).  In  addition.  Hob  serves  as  a 
member  of  the  board  for  MF  Global  Ltd.,  the  world's 
largest  exchange  traded  derivatives  broker. 
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TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

1.  In  what  city  was  the  first  U.S.  stock  exchange  founded? 

2.  Whose  Presidential  campaign  in  1896  mainly  dealt  with 
the  issue  of  free  coinage  of  silver? 

3.  In  the  wake  of  rhe  1907  panic  on  Wall  Street,  with 
stock  prices  dropping,  whose  company  had  controlling 
interest  of  the  single  banking  trust  established  to  prevent 
a financial  collapse? 

4.  What  was  the  first  nation  to  adopt  a decimal  coin  system? 

5.  In  what  year  were  women  employed  as  adjusters  at  rhe 
U.S.  Mint  for  the  first  time? 

6.  The  phrase  “In  God  We  Trust”  was  authorized  for  all 
U.S.  coins  by  what  act? 

T Legal  tender  of  foreign  coins  in  the  U.S.  was  removed  in 
what  year? 

8.  Which  government  agency  enforced  the  Prohibition 
after  1920? 

9.  Who  was  the  first  female  director  of  rhe  U.S.  Mint? 

10.  In  what  year  did  the  distribution  of  $500,  $1,000, 

$5,000  and  $10,000  denominations  stop? 
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MUSEUM 

OF  AMERICAN 

FINANCE 

The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies  and  nations. 

48  Wall  Street,  New  York  City. 

Open  Tues.  - Sat.  10  a.m.  - 4 p.m. 

Admission:  $8  adults; 

$5  Students/Seniors;  Kids  under  6 free. 

For  further  information,  please  contact  the 
Museum  at  212-908-4110 

or  visit  our  website,  MoAF.org 


Become 
a Smithsonian 
Affiliate  Member 


The  Museum  of  American 
Finance,  an  Affiliate  of  the 
Smithsonian  Institution, 
rewards  its  members  at 
contributing  levels  with 
all  the  benefits  of  regular 
Museum  membership,  plus 
the  benefits  of  membership 
in  the  Smithsonian. 

To  become  a Smithsonian 
Affiliate  Member , please 
send  a check  for  $150 
payable  to  “Museum  of 
American  Finance,  ” 

Membership  Department, 

48  Wall  Street,  New  York, 

NY  10005.  All  but  $44  of 
your  contribution  is  tax-deductible. 


IT’S  YOUR  BUSINESS. 


Join  the  Museum’s 

Corporate  Membership  Program 

Put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  can 
include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Private  tour  of  the  Museum  for  up  to  50  people 

• Acknowledgment  on  the  Museum’s  website, 

in  Financial  History  magazine,  and  in  all  other 
relevant  publicity 

• Special  invitations  to  Museum  openings  and  events 

• Opportunity  to  rent  Museum  spaces 


finance 


The  Money- 


CORPORA^ 

member 

48 'Watt  Street 
New  York,  NY  lOWS 
phone:  2\2-90>  F 
212-908-^' 

..power I-hcHMW 


For  information,  please  contact 
Director  of  Development  Jeanne  Driscoll 
at  212-908-4694  or  jdriscoll@moaf.org 
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AUCTIONEERS 


PAST,  PRESENT,  AND  FUTURE 

Whether  you  arc  collecting,  buying,  or  selling,  names  you  have  long  known  arc  now  teamed  up  to  bring  you  the  benefits 
of  the  global  marketplace.  Let  experts  with  a collective  100-plus  years  ol  expertise  help  you  build  your  collection.  Let  the 
firm  who  holds  countless  world  record  prices,  as  well  as  the  distinguished  honor  of  selling  a single  security  for  the  highest 
price  ever  through  auction  sell  your  holdings.  Let  the  builders  of  the  world's  premier  scripophily  library,  with  reference  files 
on  over  a million  global  securities  offer  their  unparalleled  service  and  a century’s  worth  of  securities  research  to  you.  For  more 
information,  or  to  consign  to  an  upcoming  sale  please  contact  our  experts  Caleb  Esterline,  Matthew  Orsini,  or  Mark  Anderson. 

STOCKS  & BONDS  • PAPER  MONEY  • COINS  • AUTOGRAPHS 
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SPINK 

FOUNDED  1666  


800-622-1880  www.spinksmythe.com  info@spinksmythe.com 
N I ^ YORK  2 Rector  St.  12th  FI.  New  York.  NY  10006  DAI  LAS  3100  Monticello,  Suite  925,  Dallas,  TX  75205 
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STREET 


Visit  the  Museum  of  Americar 
Finance  today  to  view  this 
groundbreaking  exhibit 
showcasing  notable  women  ii 
the  world  of  finance  and  Wall 
Street,  both  historically  and 
in  modern  times.  On  display 
through  March  2010. 


OF  AMERICAN 

FINANCE 


48  Wall  Street 
New  York,  NY  10005 
212-908-4110 

www.MoAF.org 
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